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and, as in the case of many new sub- 
scribers holding securities about which 
they know but little, this department 
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Speculator 
Trader 
Investor 


If you are a Speculator this mes- 
sage is of no value to you. If you are 
a Trader or Investor, better read on 
-~there is vital news here for the 
man or woman who seeks profits in 
listed stocks. 


When you buy or sell, sometimes 
you are a trader, sometimes an in- 
vestor -- often both at once. That's 
why itis vitally important for you to 
have reliable, up-to-the-minute data 
on both the long-term and the short- 
term trends of stocks. 


Make no mistake! You are safe 
when you follow trend movements 
and trade in diversified groups of 
stocks. You are in position for max- 
imum profits when you buy at the 
beginning of a rising market or sell 
promptly when the trend changes. 

Trend movements are predictable 
by mathematical computations. 
T. E. Rassieur has made consistently 
accurate forecasts on this basis for 
many years. Read the principles, 
practice, and proof in his enlighten- 
ing booklet: “TREND INTERPRETA- 
TION.” Write for this booklet today 


-- it's free. 


T. E. RASSIEUR 


Trend Interpretation Service 
1649 Continental Bldg. St. Louis, Mo. 
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KEEP POSTED 


The pieces of literature listed below have 
been prepared with the utmost care by busi- 
ness houses advertising in this issue. They 
will be sent free upon request, direct from 
the issuing houses. Please ask for them by 
number. We urge our readers to take full 
advantage of this service. Address Keep 
Posted Department, The Magazine of Wall 
Street, 90 Broad Street, New York, N. Y. 


‘‘ODD LOT TRADING’’ 
John Muir & Co., members New York 
Stock Exchange, are distributing their 
booklet to investors. (225) 


‘*TRADING METHODS’’ 
This handbook issued by Chisholm & 
Chapman, contains much helpful informa- 
tion for traders. A copy together with 
their Market Letter will be mailed upon 
request. (785) 


INVESTMENT PROFIT INSURANCE 
The most logical form of investment 
profit insurance is represented by the 
ersonal and continuous counsel rendered 
y the Investment Management Service. 
Write for full information. Mo obliga- 
tion. (861) 


CHARGES REQUIREMENTS, COMMISSION 
A. Acosta & Co., have prepared a fold- 
a explaining margin requirements, com- 
mission charges and trading units. Copies 
gladly sent investors and traders. (939) 
MAKING MONEY IN STOCKS 
This booklet, issued by Investors Re- 
search Bureau will be sent free to in- 
vestors upon request. (953) 


UNITED BULIETIN 
Bulletin giving definite advice on leading 
stocks is issued by United Business Ser- 
vice. Free copy sent on request. (954) 


10 DIVIDEND PAYING COMMON STOCKS, 
yielding over 7% based on 1936 divi- 
dends, is the name of & new circular pre- 
pared by Dunscombe & Co. for interested 
investors. (994) 


PUTS AND CALLS 
Send for free booklet on put and eall in- 
surance by Herbert Filer & Co. (995) 
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With Th\e Editors 


A LARGE food manufacturer re- 
cently set out deliberately to test 
the buying judgment of its cus- 
tomers. Two special drives were 
made at the same time, one offering 
a box of a well-known cereal at 10 
cents straight, the other offering 
two boxes for 23 cents. Astonish- 
ingly, sales under the latter plan 
exceeded the better bargain by a 
substantial margin. While this re- 
sult must have been somewhat dis- 
couraging to the merchandiser, it 
serves to strengthen our conviction 
that the majority of people can be, 
and are frequently, at least tem- 
porarily wrong. 

Indeed, this very fallibility in 
judging the value of either cereals 
or stocks is one of the chief induce- 
ments to invest for a profit. The bar- 
gains are there—almost constantly, 
only they are not recognized by the 
general run or of course they would 
soon cease to be bargains. In addi- 
tion to the reasoning processes which 
decide us upon a particular security 
asa bargain, there is required a very 





definite use of the will before our 
decision is translated into action. 
Other keen minds are searching for 
under-priced issues, we realize. Have 
they looked at this one and rejected 
it? There must be something wrong 
to cause it to sell so low when the 
favorable factors are easily discover- 
able. Actually, when we buy it, we 
are staking our hard-earned money 
that the market’s valuation is 
wrong. We are one against legion. 

There are innumerable stories of 
successful traders who listen to 
neither advice nor opinions on an 
issue, once their minds are made up. 
They are willing to trust their 
analysis of facts, and will take no 
risk of being swayed in their con- 
clusions by other opinion. Others, 
of course, are able to preserve their 
independence of thought and ac- 
tion against all kinds of contrary 
views. Mixed up in their attitude 
is a certain amount of disdain for 
group opinion, as such. 

Last December, when the ICC de- 
cided against the renewal of freight 


* Hunts 


surcharges, the rails broke rather 
badly. The picture was a discourag- 
ing one, with the factor of rising 
spring car-loadings so far in the back- 
ground it was of little importance in 
market valuation. From that point, 
however, the rails began an advance 
which at the March peak doubled 
the percentage gain of the indus- 
trials. Those who bought rails at 
the turn of the year and took profits 
on the rise had more than good judg- 
ment. They had the courage to act 
upon their convictions regardless of 
the current verdict of the market. 

When backbones need stiffening it 
helps to recall past experience. Favor 
shifts from group to group, from one 
issue to another, with the majority 
opinion always the only apparently 
tenable one. In the midst of this 
flux, bargain hunting sets up exact- 
ing requirements. It takes judg- 
ment to pick them and confidence 
to buy them; and the rewards of 
preserving an independent view- 
point are in proportion to the 
difficulty. 
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HAPPY 


LANDINGS! 





Westinghouse Elevators substitute a NEW phrase for the ‘Watch your step’ of yesterday 


a NCKE is relative. An inch 
or two one way or another 
usually means nothing in stopping 
an automobile. Those same inches 
mean a great deal in landing an 
elevator. The step that results from 
an inaccurate landing leads always 
to annoyance, and sometimes to 
injuries. 

But today, all over America, you 
will find more and more elevators 


whose operators never need to say, 


“Watch your step.” They press a 
button for the desired floor. When 
it is reached, the car stops at the 
exact floor level. You step out 
surely —— safely — across a thresh- 
old bearing the name, ‘““Westing- 
house.” And besides its pioneering 
work in automatic control, West- 
inghouse has brought new speed 
to the modern elevator. In famous 
Radio City, for example, Westing- 


house elevators whisk you up 65 


@) Westinghouse 
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stories in less than a minutel 
The improvements which West- 
inghouse engineers have made in 
“vertical transportation” are typical 
of Westinghouse activities every- 
where. Perhaps more than any other 
company engaged in the manufac- 
ture of electrical products, West- 
inghouse has maintained a tradition 
of making “electric”? mean ‘‘auto- 
matic’? — whether in offices, in- 


dustries, buildings or homes. 
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The Trend of Events 


EASING UP ON THE BRAKES ... Our New Deal 
“money managers” pursued a policy of vigorous credit 
relation from 1933 up to late summer of last year. 
Then, worried over what appeared to be an incipient 
boom, they ceased pumping and began to apply a series 
of brakes. Early this year the London credit managers 
also began to tighten up. In March the potential boom 
turned quickly into a potential deflation, and during 
most of the next six months the trend of commodities 
and securities was irregularly downward. August found 
an uneasy feeling creeping through the business com- 
munity, with hope regarding the autumn prospect con- 
verted into doubt. Thereupon the “money managers” 
did an about-face. Rediscount rates were cut, but banks 
continued to sell Government bonds. A more powerful 
shot being needed, $300,000,000 in “sterilized” Treasury 
gold was converted into excess bank reserves and the 
Reserve Board announced it again would resort to 
reflationary open market operations. 

Such is the credit picture. What does it mean? It 
means that the New Deal inevitably will have to pursue 
a basically inflationary policy as long as its budget is 
unbalanced, because the insistent demand for cheap 
money comes from the Treasury and not from business 
men. Business has enjoyed great prosperity in the past 
under much higher interest rates and could do so again. 
Bank deposits are large enough to finance a boom that 
would make 1929 seem like a depression, but bank de- 


posits are being used only half as actively as in the last 
prosperous period. The cardinal need in this setting 
is not more New Deal reflation, but a balanced budget, 
greater business and financial confidence, a restoration 
of normal private capital financing, more active use of 
existing deposits. Otherwise the Eccles theory of credit 
management, however logical, becomes a pipe dream; 
and we will continue to stumble along a zig-zag course, 
now speeded up by stimulants, now slowed down by 
sedatives—with the objective of “stabilized prosperity” 
still around the illusive corner and our collective debt 
at a record high and still growing. Nevertheless the 
New Deal planners are very adroit in postponing the 
day of reckoning and the underlying economic factors 
remain favorable. There are still large markets to be 
filled, especially in capital goods and construction. In 
this setting anything more than a moderate business 
recession is improbable and such a period will set a 
firmer base for renewed expansion. 


TAX REVISION COMING? ... It is a dull day when 
some public official or newspaper editorial writer does 
not urge the crying need for tax “revision,” “simplifica- 
tion” and “co-ordination.” We are hearing more than 
usual on the subject right now and there are certain 
straws in the wind which suggest that the Roosevelt 
Administration may do something about taxes at the 
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next session of Congress. The Treasury is reported to 
have accumulated a “truckload” of material in prepara- 
tion for early hearings on tax revision. Senator King 
of Utah announces he will propose legislation designed 
to codify and simplify the tax laws, repeal the capital 
gains tax and make important changes in the undis- 
tributed profits tax. He and a few other hardy souls 
want to lower the income tax exemptions. 

Unfortunately, business men and investors have 
learned through long experience to expect little, if any, 
good from such talk. The heart of the trouble is not 
taxes but the heavy public spending. As long as govern- 
ment lives well beyond its income, taxes can go only 
one way and that is up. There are elections for Con- 
gress next year. The odds against any substantial 
broadening of the income tax base are bigger than the 
odds against Herbert Hoover being appointed Secretary 
of the Treasury. Federal taxes may be “revised,” which 
means put up. Who will pay? You guessed it! The 
economic royalists in the brackets above $10,000 and 
the corporations. There is no occasion to sympathize 
with these, however, for what they pay directly is smaller 
than the billions snitched from the pockets of the 
non-income-tax-paying little fellow in hidden and in- 
direct taxes. For that matter, there is no reason to 
extend condolence to the latter either, for what he isn’t 
smart enough to know won’t hurt him. Last year the 
Government collected $2,157,526,000 in personal and 
corporation income taxes, with the “common man”’ pay- 
ing most of the additional $2,883,809,000 taken in. 


LOWERING BUILDING COSTS .. . Because the de- 
mand for homes means also a demand for almost every- 
thing else, the state of residential construction is a 
matter of prime importance. It seems, however, that 
while home building se far this year is materially ahead 
of last there is not as much activity in the field as there 
should be. When one remembers the almost complete 
stagnation that applied to residential construction 
throughout the years of depression and weighs this 
against the needs of a growing population and the re- 
covery which has taken place in the national income, 
it would seem that building should be booming instead 
of running a mere twenty-three per cent ahead of 1936. 
Rising costs appear to be largely responsible for the 
disappointing showing. This is partly the result of a 
buyer’s demand for luxuries and gadgets, but increased 
wages and higher prices for standard materials must as- 
sume part of the blame. Two important efforts are 
under way to lower the overall cost of building a home. 
The first is sponsored by the Home Loan Banks which, 
through the Home Building Service, will offer the pros- 
pective owner many services now obtained from archi- 
tects and contractors. The second tackles the problem 
in another way. Large constructors and other important 
organizations affiliated with building are to co-operate 
through the Home Builder’s Guild in an effort towards 
greater standardization and direct large-volume_pur- 
chases of materials. One cannot say what degree of 





success these two new agencies will have. To actually 
lower the cost of home building in the face of the infla- 
tionary tendencies of the times certainly will be ap 
objective not easily attained. Yet, if they only act as 
a deterrent to a further rise in costs, they would be 
well worth the effort, for the United States cannot 
expect a full measure of recovery without the aid of 
real activity in residential construction. In this key 
sector we remain in deep depression. 


EXAMINE THE CONTROLS ... Up until early spring 
there was no basis for more than conjecture as to how 
the official restrictions placed upon the stock market 
would affect its internal character in a period of liquidat- 
ing pressure. In the interval between last March and 
the dates when S E C curbs and higher margins became 
effective, the market was rather much a one-way affair, 
devoid of significant pressure. Because the going was 
easy, the adverse effects of a raised capital gains tax 
also were concealed. 

Now that we have had a startling sample of what 
even a moderate amount of liquidation can do in wreck- 
ing values, it would seem only the part of prudence 
to re-examine the restrictions that have been applied. 
That task should be undertaken calmly, objectively and 
constructively by the S E C, the Reserve Board and the 
New York Stock Exchange. Neither the laments of Mr. 
Gay, president of the Exchange, nor the somewhat an- 
tagonistic reply of Mr. Landis, retiring chairman of the 
S E C, have carried us one whit nearer determination of 
what specifically is wrong with the present mechanism 
of the market or what should be done about it. 

Lower margins and more “shoe string” speculation are 
certainly not the answer. Relaxing the guards against 
manipulation is not the answer. Well, then, how are 
we to encourage a larger average volume of transactions 
and a more liquid market? One way would be to make 
the terms more attractive, not to the professional specu- 
lator or the “small fry,” but to the responsible class of 
wealthy speculative-investors whose activities are now 
curtailed either by the excessive capital gains tax or the 
onerous restrictions governing “insider” dealings or both 
In view of the present unsatisfactory technical struc- 
ture of the market, it is certainly an open question 
whether revision along these general lines would not be 
more in the public interest than against it. Therefore. 
the possibilities are worth officia] exploration. Clearly 
the goal of a more stable investment market has not 
been reached. On the contrary, short-term fluctuations 
tend to be more pronounced than formerly. It is time 
to examine the reasons why and seek feasible remedies. 


THE MARKET PROSPECT... . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 700. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, September 20, 1937. 
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ies hope of world peace hangs on enormous conces- 
jon—sacrifices which will have to be made by England. 
Britain is facing the momentous decision of whether 
de will fight to retain her vast Empire overseas or sub- 
nit to a loss of many of her possessions and dominions. 
Mussolini’s dream of empire has not faded—rather 
thas strengthened with the success of his attempts to 
wutrol the Mediterranean from Gibraltar to the Suez 











(anal. There is no doubt of Germany’s determination 
expand and regain such colonies as were taken from 
ter by the Treaty of Versailles. Japan seeks to control 
(hina at the expense of Great Britain and, in addition, 
bas her eye on the granary of French Indo-China and 
ach other territory, be it under the Dutch, English or 
french flag at present, so long as it augments her food 
upply and raw materials, affords her those sources of 
yxtroleum which she so sorely needs or gives her a 
uarket for her manufactured products. 

Can the ambitions of these dictator-ridden nations be 
ralized without a world-wide conflict of the first mag- 
titude? Britain holds the answer. Her feverish war 
preparations point one way. Her faltering diplomacy, at 
last up to the time of the organization of the pirate 
hunt, points another. 

Admittedly the inauguration of this 
Mediterranean patrol has put a some- 
what different aspect on the situation 
forthe moment. It has given Mussolini 
something to think about as he faces for 
the first time a united England and 
France jointly occupying strategic naval 
bases in French territory on both the 
European and African sides of the Medi- 
terranean. The tirade against the Brit- 
ish foreign office—which followed when 
Mussolini woke up to his mistake in re- 
fusing to participate in the “pirate hunt” 
originally—makes it evident he feels the 
menace in this latest bit of strategy. 
The organized patrol of the Mediter- 
ranean has at the same time given new 
heart to France. For it is obvious that 
France fears for her very existence with- 
out active and aggressive British aid. 
Torn by political strife with the battle 
between communism and fascism rising 
within her borders, and her finances 
going to pieces, she well knows that 
Mussolini’s Mediterranean ambitions pictures, Inc. 
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AFTER ANOTHER TWO 


BY CHARLES BENEDICT 


MONTHS IN EUROPE 


threaten the loss of at least Alsace and Lorraine to the 
Germans and her complete national subjection to the 
Italian state. 

Incredible though this eventuality might appear to 
Americans on first consideration, the possibility is given 
weight when the conquests of Napoleon are recalled, 
not to mention the present-day vulnerability of France 
to a zoncerted Italo-German attack. French reliance 
must be placed in her present strong army and navy. 

Certainly the latter can ill be spared for the protection 
of colonies remote from the Continent. England is in 
no less an unenviable position in this regard. Witness 
the fact that she dared not send her fleet to the protec- 
tion of her billion and a half investment in China for 
fear of what might happen in the Mediterranean, or even 
to her own shores, when her fighting ships were in the 
Far East. 

Indeed it is such considerations of that weakness aris- 
ing from her far-flung properties that may induce a con- 
siderable degree of pacific capitulation to the demands 
of empire-building dictators. 

Remember that England is no longer mistress of the 
seas. The rapid upbuild- (Please turn to page 755) 














Wires many high grade stocks at prices yielding a 
return of 5 to 6 per cent in a 1 per cent short-term money 
market, the past week has brought some evidence of at 
least a modest improvement in investment and specu- 
lative demand on extension of the intermediate trend 
which began in mid-August. 

At recent lowest quotations the decline in a single 
month represented the most severe correction within a 
brief space of time since the collapse of 
the July, 1933, speculation. Nor does 
that statement tell the whole story. The 
disorderly breaks of September 7 and 
September 10—each amounting to more 
than 8 points in the Dow-Jones indus- 
trial average—were reminiscent of the 
panic markets of late 1929, but with 
the highly significant difference that 
on the worst day the volume was only 
2,321,000 shares whereas in former days 
before introduction of controls de- 
signed to put the market on a more 
stable investment basis—it required 
more than twice as much selling to do 
equal damage. 

Now the reasons for some decline in 
the market from the August highs are not hard to find. 
Alarming war threats, foreign liquidation—notably from 
London—waning optimism as to the near-term trend of 
domestic industry and trade, fears of a shrinkage in 
profit margins and uncertainty regarding expected Fed- 
eral tax revision constitute a formidable list of factors 
which, both individually and collectively, are sufficient 
to account for a change of investment and speculative 
opinion as to what common stocks are currently worth. 

But the reasons for a decline in the market do not 
wholly determine the scope and character of such de- 
cline. The impact of adverse news developments and 
changes of sentiment upon the market depends in large 
measure upon its prevailing technical structure, and the 
technical structure of the market—especially as it bears 
upon short-swing fluctuations—is more unreliable than 
ever before. During the sharpest phase of the decline, 
from September 1 to September 10, volume averaged 
less than 1,500,000 shares per five-hour trading session. 
According to all former technical standards, this is a 
very moderate volume of selling, yet its impact upon 
a market made thin by regulation, absence of “insider” 
sponsorship and lack of adequate speculative liquidity 
was startlingly severe. No explanation that does not 
make allowance for this purely internal market factor 
can approximate an accurate account of what has 
happened. 
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Is the Market Readjustment Over? 


MILLER 











Quite naturally, however, our primary concern in this 
analysis is not with the recent past but the nearby 
future. Even a majority of those who attach deep 
bearish significance to the “signals” given by the course 
of the Dow-Jones industrial and rail averages in recent 
months concede that the decline has probably gone too 
far too fast, and that a near-term rally of better propor. 
tions than that seen during the past week is likely. 
Their reasoning is that merely on tech- 
nical habit such rally should retrace 
from a third to a half of the distance 
lost from the August highs to the recent 
lows. Thereafter, if we are back ina 
bear market, the decline will be re. 
newed. Let us say right here that we 
do not subscribe to this purely technical 
theory. We do expect a near-term rally, 
partly for technical reasons but also be- 
cause numerous sound equities are def- 
nitely attractive on a basis of invest- 
ment yield. Thereafter we would not be 
surprised to see a test of secondary sell- 
ing, but—barring war—we do not be- 
lieve this is likely to carry average prices 
very far below the recent low. 

Moreover, even should the lows be extended in addi- 
tional reaction in the near future, we would continue 
to regard this year’s decline as an interlude in a major 
recovery cycle no more permanently significant than 
the disappointing interludes of 1934 and 1926. When 
the Dow-Jones industrial average can be knocked off 
8 points by 2,000,000 shares of liquidation and short- 
selling, we prefer to put our reliance on the basic 
financial and economic factors that determine the 
difference between a bull market and a bear market 
rather than upon the significance of chart signals and 
“resistance points” which habitually leave even the 
chartists in controversial interpretation. 

There has been no change in the basic factors, except 
that we have reached a level of recovery sufficiently high 
to make inevitably for a narrowing of percentage gains in 
volume and profits. That would be so even if business 
recovery continued without any intermediate recession. 
Our money managers are still firmly committed to the 
policy of “controlled” economic expansion, and _ their 
policy at the present time is again definitely reflationary. 
The recent conversion of $300,000,000 of Treasury gold 
into excess bank reserves and the renewal of reflationary 
open market operations by the Federal Reserve System 
can only be interpreted as another easy money move 
made with the deliberate purpose of lending official 
encouragement to the security markets and to business. 
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The momentum of the reaction appears to be waning but proof of a 


firm bottom is yet to be supplied. Although numerous stocks look 


attractive, safety first policy is to await evidence of stabilization. 


It must be remembered that there is usually a lag 
between important changes in credit policy and the 
resulting repercussion on the course of securities and 
business. Late in 1928 the Reserve Board started fight- 
ing the rampant bull market then in progress by tight- 
ening money rates. It was more than nine months later 
that the market gave up the ghost. The Roosevelt 
Administration embraced a vigorous reflation policy 
early in its career. American investors and speculators 
paid scant heed to it in 1934, losing interest in “infla- 
tion” after the 1933 market decline, although the only 
actual monetary inflation that we have had—the infla- 
tion of bank deposits—was making rapid progress 
throughout 1934. Sophisticated European investors and 
speculators were buying then, betting on the quite simple 
concept that New Deal money policy inevitably meant 
eventual “recovery or inflation.” In July of last year 
our money managers began to put on the brakes. Once 
more a significant change in credit policy meant more 
to the sophisticates—the big domestic banks and foreign 
security holders—than to the rank and file of Amer- 
icans. The market persisted in a generally upward trend 
for another eight months, although the movement— 
as this publication repeatedly pointed out—became 
steadily more selective, and although—as this publica- 





tion also pointed out—there was abundant evidence that 
we were no longer in a Government-guaranteed bull 
market. To be sure, there were handsome profits to be 
had, specially in the forepart of this year; and we, along 
with other experienced market observers who saw the 
risks increasing, recognized the speculative danger of 
prematurely forecasting the intermediate change of 
trend. In retrospect, one might have been bolder on 
the basis of quiet liquidation by British banks which 
were, and in some cases still are, overloaded as a result of 
the collapse of the successive wide speculative move- 
ments in commodities, African gold shares and American 
stocks. Their selling has been recurrent ever since last 
spring. 

Unfortunately, however, the momentum of bullish 
or bearish psychology is one factor impossible of mea- 
surement, which is the reason why the best of market 
analysts sometimes go wrong in timing moves that 
should in theory be brought about at a definite time by 
definitely visible factors, but which in practice do 
not. 

This history is pertinent right now because the market 
so far has paid no great amount of attention to the plain 
fact that our money managers are again favoring the 
bull side. Sooner or later (Please turn to page 752) 
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Business Prospects 


oe the third quarter of the year, total business 
activity is very close to the peak level of recovery— 
but in various lines the year-to-year gains have nar- 
rowed, as is natural after five years of recuperation; 
in a few, volume has fallen below that of a year ago; 
and the general quickening of pace expected at this 
season has not appeared. As a result both of the busi- 
ness performance and the news 


for the 
Next Three Months 


BY JOHN D. C. WELDON 





will be slightly larger than in the fourth quarter of last 
year, although the trend will certainly not be upward as 
strongly as it was during the closing months of 1936 


and may, indeed, point downward. The reason for 
doubting there will be any deep or abrupt deviation 
from the present level within the fourth quarter is a 
double one. First, while the momentum of recovery is 

slackening, there is still some mo- 





environment, confidence regarding 
the fourth quarter prospect had 
begun to slip by the start of Sep- 
tember; and the subsequent addi- 
tional slump in a jittery stock 
market intensified all lurking 
doubts and uncertainties, as_ it 
always does, since business men, 
investors and speculators reason 
that a serious market decline may 
forecast a business reaction and in 
any event is in itself a business 
depressant. 

Although the basis for confi- 
dence in an ultimate extension of 
the expansion cycle remains strong, 
it cannot be denied that the com- 
bination of favorable and unfavor- 
able factors likely to affect busi- 
ness over the next six to nine 
months is more confusing than at 
any time in several years—so con- 


Fourth Quarter Balance 
Sheet 


FAVORABLE FACTORS: 


New Deal policy again reflationary. 
Large gain in farm income. 

High level of payrolls. 

Reduced business inventories. 
Major strikes improbable. 

Profit margins still good. 


UNFAVORABLE FACTORS: 


Fear of European developments. 
Uncertain Federal tax policy. 
Disappointing volume of building. 
Doubtful railroad outlook. 
Backlogs are declining. 

Further rise in cost of living. 


mentum, in the form of order back- 
logs in various industries. Second, 
some activities, notably automo- 
bile production and retail trade, 
have a better than even chance of 
bettering their third quarter per- 
formance, with corresponding re- 
flection in the composite business 
indexes, adjusted for seasonal 
variation. 

In exploring the factors which 
lead us to this conclusion, it is 
convenient to list in brief sum- 
mary the favorable and unfavor- 
able elements—tangible and _ in- 
tangible—and consider the weight 
of each, as well as the balance of 
all, in probable influence upon 
business during the next three 
months, recognizing that the full 
significance of some of these fac- 
tors may not be measurable until 





fusing that the prudent analyst 
must necessarily focus his eyes 
only on the fourth quarter, even though conclusive 
answers as to the scope and significance of the present 
interlude in recovery probably lie beyond that period. 
With our New Deal money managers and business plan- 
ners operating on “a twenty-four hour basis,” with labor 
militantly on the march and with chaos in domestic 
politics and world affairs, we are sufficiently rash to 
venture forecast on a three-months basis! 

Nevertheless we believe there will be no important 
recession in aggregate business activity during the next 
three months, and that average volume for the quarter 
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some time in 1938. 

Prominent among the more im- 
portant favorable elements are the following: 

A return to a reflationary credit policy by the Roose- 
velt Administration, in tacit acknowledgment that curbs 
previously applied had proved too deflationary to be 
compatible with New Deal economic objectives and fis- 
cal needs. 

A cash farm income larger than any since 1929 and 
more evenly distributed through all agricultural sections 
than at any time in many years. 

A substantial gain in employment and payrolls as 
compared with a year ago, even though this increment 
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o purchasing power is by no means as evenly distrib- 
yted as in the case of farm income and even though an 
increased cost of living is now tending to slow the ad- 
vance in real wages as the trend of both employment 
and payrolls currently flattens out. 

Inventories built up in forward buying early in the 
year have been worked down; and while business buying 
remains cautious it reflects a view that relative stability 
in industrial prices is more likely than significant lower- 
ing of the average price level. 

Profit margins in the majority of lines remain good, 
although they are tending to narrow somewhat, due in 
part to higher costs but probably more so to the fact 
that, with a high level of activity attained, there is a 
lessening of the rate of volume gain from year to year 
and quarter to quarter. 

Fears of a special session of Congress this autumn 
have waned; and the backbone of the New Deal’s Con- 
gressional opposition has been strengthened both by the 
recent storm surrounding the President’s only appoint- 
ment to the Supreme Court and by the inevitable dis- 
taste of Congressmen for even a temporary break in 
security prices which may threaten to retard the gen- 
eral recovery. 

Making the best of a still uncertain but presently 
calm labor situation, the automobile industry will step 
up output rapidly from now through the year, contrib- 
uting major support to numerous feeder industries, in- 
cluding steel. 

Some industries, whether due to special circumstances, 
seasonal impulse or dynamic growth factors, will better 
the average of fourth quarter busi- 
ness — including farm implements 
and electrical and office equipment, 
machine tools, retail trade, liquor, 
motion pictures, air conditioning, 
aircraft, plastics. 

Foremost among the unfavorable 
factors are the following: 

Fear of additional provocative in- 
cidents that might extend the scope 
and danger of the world’s present 
unofficial but nonetheless murderous 
warfare, with implied possibilities of 
more European liquidation of Amer- 
ican securities and trade-curtailing 
application of our neutrality policy. 

Cumulative wearing down of 
business confidence resulting from 
the Roosevelt Administration’s un- 
relenting pressure for still more 
experimental economic regulation, 
from unstabilized labor relations and 
declining discipline of industrial 
workers, from the throttling effects 
of the undistributed profits tax upon 
managerial judgment in corporate 
finance, and from fear that more 
tinkering with the tax structure— 
aimed both at business and “the 
rich”—is in the wind. 

A deep and all-pervading uncer- 
tainty as to the longer political out- 
look, with the growing schism in the 


Democratic Party pointing to developments of more 
than ordinary business significance in next year’s pri- 
maries and Congressional elections, and with growing 
doubt that Roosevelt will cease to be the nucleus of 
the Leftist movement in 1940. 

The disappointing trend of construction, with volume 
remaining only half of normal and nearby prospect ad- 
versely affected by the year’s imcrease in building 
costs. 

Slackening gains in railroad loadings and revenues, 
and present wage and rate uncertainties have combined 
to hold down purchases of rail equipment. 

Following two years of sustained activity—supported 
into late summer largely by backlogs—curtailment is 
under way in the cotton and woolen industries and in 
shoe manufacturing, all three being large employers of 
labor and important customers of the chemical industry. 

The cost of living continues to rise, especially rents; 
and the resulting lag of purchasing power among impor- 
tant numbers of unorganized employees, notably in the 
service trades and white-collar classes, has very likely 
been a bigger factor than abnormal weather and heavy 
vacation spending in cutting the physical volume of 
retail trade under the year-ago level in recent weeks. 

Backlogs in some key lines, such as heavy steel and 
rail equipment, are rapidly running off, so that oper- 
ations must soon be lowered unless a brisk pick-up in 
consumer demand and business buying develops. The 
commodity price outlook remains sufficiently devoid of 
nearby inflationary potentialities to keep business buy- 
ing on pretty much a hand-to-mouth-basis. 











Fourth Quarter Outlook by Industries 


BUILDING—More than seasonal decline likely, due to higher costs and less 
confident current sentiment resulting from security reaction. 


STEEL—Volume should approximate that of the last quarter of 1936, with average 
operating rate near 75 per cent of capacity against 80 per cent at present. 


AUTOMOBILES—Output rising, but will do well to match that of final period 


last year, with consumer reaction to higher prices a doubtful factor. 


MACHINERY—Machine tool demand now shows encouraging strength and is 
usually a better forecaster than business or stock market sentiment. 


RAIL EQUIPMENT—Backlogs are running off and revival of buying awaits solu- 
tion of wage and rate problems. 


RAILROADS—Seasonal peak of around 860,000 cars a week nearby, with en- 
larged farm crops brightest feature. 


UTILITIES—Consumption of electricity 6 to 8 per cent higher than a year ago, 
with upward trend flattening out. 


UTILITY EQUIPMENT—Demand for generating equipment substantially higher 
than a year ago, despite continued political obstacles. 


FARM EQUIPMENT—Industry at capacity, thanks to huge continuing gain in 


cash farm income and no recession is in sight for the rest of the year. 


HOUSE FURNISHINGS—Higher prices and more cautious consumers’ attitude 
are slowing the previous upward trend of sales. 


OFFICE EQUIPMENT—Higher labor costs and increased government regulation 
continue to stimulate demand. Nearby outlook good. 


NON-FERROUS METALS—Supply-demand factors satisfactory and further price 
recession improbable. Zinc in strongest position. 


OlL—Seasonal decline in gasoline use, with stocks a bit high as fuel oil season 
approaches. Nearby outlook somewhat clouded. 


TEXTILES—A two-year boom in cotton and woolen goods appears now to be on 
the wane. 


CHEMICALS—Rising trend may be interrupted by smaller orders from textile 
and shoe manufacturing industries. 


PAPER—Volume ahead of a year ago, but probably under peak of last spring, 
when forward buying was rampant. 


AIRCRAFT—Governmental purchases, domestic and foreign, point to continued 
satisfactory volume. 


LIQUOR—Seasonal rise should carry sales moderately above those of fourth 
quarter of last year. 


MOTION PICTURES—Seasonal trend likewise up and basic position appears 
highly promising. 


RETAIL TRADE—Narrowing rate of gain suggests dollar volume 6 to 7 per cent 
higher than year ago, with rural areas making best showing. 








The severe decline in the secur. 
ity markets will necessarily have 
some directly and indirectly ad. 
verse effects upon business. It wil] 
directly tend to result in deferment 
of previously contemplated con- 
sumer expenditures where relatively 
large sums are involved, such as 
new residential building, furniture, 
furs, automobiles, household equip. 
ment, etc. Indirectly it has an ad- 
verse effect by lowering business 
morale and postponing financing 
needed for expansion or moderniza- 
tion of facilities. 

The pros and cons thus summar 
ized make two imposing lists and 
cover the factors which this analyst 
believes most important, although 
they necessarily make no attempt 
to include all of the manifold ele 
ments involved in an enormously 
complex economic organization. 

Among the favorable factors, the 
Administration’s credit-easing moves 
are significant in that they show 
that the New Deal will do every- 
thing possible to prevent either se- 
curity deflation or business reaction 
from getting out of hand and that 
the underlying policy is still expan- 
sionist. That is, of course, implicit 
in the political realities. It should 
bolster morale all around, although 
the tangible effects of any nearby 
expansion of bank deposits probably 
would not be seen until next year. 

All of the other favorable factors 
are definitely applicable to the busi- 
ness trend of the next three months. 
Farm income, which directly or in- 
directly determines the economic 
status of not much less than half of 
our population, is estimated at 
$9,000,000,000 for the year, with the 
return for the second half-year cal- 
culated at $5,167,000,000, which is 
some $600,000,000, or 13 per cent, 
larger than in the second six months 
of last year. Farm living costs, in- 
cluding mortgage interest and labor, 
remain substantially under the 1929 
level, so that farm purchasing power 
is higher than in 1929. All major 
crops have contributed to _ this 
happy result, which is the brightest 
factor in the autumn industrial and 
trade prospect. The gain of $600,- 
000,000 in farm income for the sec- 
ond half-year exceeds the annual 
payroll of the motor industry. 

Employment and payrolls during 
the next three months are likely to 
(Please turn to page 754) 
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Rising Imports and American Industry 


— What Are the Prospects of Our Foreign Trade? 
— What Constitutes the Import List? 


a the first seven months of 
this year the United States 
imported $145,000,000 more 
merchandise than it exported. 
This excess of imports is commonly referred to as “our 
adverse trade balance” and as such has been subject to 
much viewing with alarm in some quarters, particularly 
political, while in others the rising trend of imports has 
been hailed as a genuine contribution to our national 
economy. Secretary Hull and his trade treaties have 
been praised for breaking down trade barriers, on the 
one hand, and damned, on the 


BY M. GORDON SOUTHWICK 


period last year, while ex- 
ports for this period were 
valued at $1,772,000,000, an 
increase of $460,000,000. The 
aggregate gain in our total foreign trade for this period 
amounted to nearly $1,000,000,000. With the exception 
of only two months—May and July—the value of im- 
ports has exceeded that of exports. In July foreign trade 
was practically balanced, the amount in favor of exports 
amounting to only $1,836,000. For the full 1936 year, 
the export surplus of $34,258,291, was the smallest in 
forty-three years, and in a large 
measure the same factors re- 





other, for selling out our farm- 
ers and manufacturers to the 
foreigner. To what extent these 
factions have attempted to ra- 
tionalize their controversy is 


not known, but the chances are ee Deets eens nena ees 
that both sides will be found to Coe 
have jumped to some rather  Suga.......................... 


premature conclusions. The Paver 
current excess of imports over 





exports is unquestionably a ma- Furs........-....-..-.-0s0000 5 


jor economic development, the ,,, 
full significance of which, how- 
ever, is disclosed by a more 
thorough examination of the 
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Imports—Ten Years Ago and Today 


Copper, ore and seeded. , ; f ; : ; ; 
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sponsible for that condition last 
year have continued to favor 
imports in the current period— 


1926 1936 

(000 omitted) only more so. 
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Ehscn 391,255 102,351 . . 
mes! 302.746 133,996 ©: f0reign trade has been subjected 
sats 229,971 155,443 for some months are of both 
sens 140,687 = 110,112, national and international ori- 

124,556 40,205 ° d k 
Case 121,506 98,920 ©«- in and so numerous as to make 
were 117,768 81,607 it virtually impossible to single 
acai loser —oneeae. +=6Out any particular one as the 
rere 04,981 75,546 * ° 
ates 99,742 29,884 most effective. The list would 
viene jor = include price _ fluctuations, 
Gee 32,240 35,412 «drought and short crops, labor 
yoy! 74,580 23,537 difficulties, rearmament, civil 

> 

ernt es ae pon wars, foreign exchange, trade 
acne 69,249 33,394 +« Agreements and reciprocal treat- 
anise 67,035 29,880 jes, and economic and political 
stakes 65,277 48,623 Conditions in individual nations. 


In the face of this imposing 
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PRINCIPAL IMPORTS 


1936 
PULP & PAPER 
CRUDE RUBBER 
CANE SUGAR 
COFFEE 
RAW SILK 
FURS 
TIN 
LIQUORS 


HIDES & SKINS 
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WHEAT 
—- TOTAL caieant 
COCOA 1.4 $ 2,421,056,000 
FISH 13 
TOBACCO 1.2 
BANANAS 12 
COPPER ORE 
50 100 150 


MILLIONS OF DOLLARS 
PERCENTAGES AT END OF BAR SHOW PROPORTION OF TOTAL IMPORT. 























array of circumstances, it is not surprising that a wide 
disparity of conclusions have been drawn from foreign 
trade figures. Further confusing the issue is the fact 
that world economic conditions, as measured by indus- 
trial production, have undergone a greater degree of 
recovery than they have in the United States. The fail- 
ure of this condition to have been more fully reflected 
in the value of our exports has given rise to considerable 
concern over the future of our overseas business and 
evoked the question as to whether our position as the 
leading export nation is endangered. 

While careful analysis of foreign trade data fails to 
disclose anything beyond world war which might reason- 

‘ably be regarded as an imminent threat either to the 
volume of trade or to our national economy and stand- 
ard of living, too many of the determinant factors in the 
longer term prospect are unpredictable. The current 
excess of imports over exports is the result of a com- 
bination of extraordinary circumstances, which may 
well prove more or less temporary. 

On the one hand the sizable gains registered by im- 
ports, both last year and thus far in the current year, 
reflect the rising demand for raw materials, a logical cor- 
ollary of expanding industrial activity in the United 
States. On the other hand, there was an abnormal in- 
crease in the importation of grains and other foodstuffs, 
reflecting the cumulative effects of the agricultural cur- 
tailment program begun in 1933 and the subsequent 
damage to important crops and food supplies by drought 
conditions. 

Poor agricultural conditions had a double-barreled 
repercussion, for not only was it necessary to make up 
the deficiency by importations, there was also a mate- 
rial decline in the exports of farm products. In the 
period 1926-1930, about 36 per cent of our exports were 
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farm commodities. Last year they accounted for only 
29 per cent. Thus, the United States, formerly a large 
exporter of farm commodities and food products, be. 
came on balance an importer of these items. That this 
situation will long exist in the face of the ability of the 
United States to produce all (and more) of its food 
requirements seems inconceivable. 

Normally, import trade of the United States is made 
up principally of raw materials and commodities which 
are unobtainable here or which are uneconomical for 
us to produce. Last year 60 per cent of the total ip- 
crease in imports was contributed by items classified as 
raw materials and semi-manufacturers. Numerous im- 
port items enter into competition with domestic prod- 
ucts but none of these, with the exceptions of wheat 
and distilled liquors, is included among the more im- 
portant importations. The importance of the former is 
a temporary phenomenon, while there is no evidence to 
indicate that liquor importations menace the stability 
of our domestic liquor industry. Importations of pork, 
hams, shoulders and bacon, which made a new high rec- 
ord last year both in value and quantity, while doubtless 
entering into competition with domestic packers, was in 
part made necessary by depleted supplies here. Once 
the latter is corrected, it is not likely that domestic 
packers will be seriously affected by foreign products. 
This is probably equally true of canned meats and dairy 
products, both of which items recorded sizable import 
gains last year. Entering more directly into competition 
with domestic manufacturers were such products as 
boots and shoes, manufactured cotton goods such as 
cloth, bed spreads, floor coverings and gloves, and elec- 
tric lamps, all of which scored marked gains last year. 
These products are produced abroad with the benefit of 
much lower labor costs and (Please turn to page 752) 








PRINCIPAL EXPORTS 
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RAW COTTON 
AUTOMOBILES, PARTS 9.9 
PETROL. & PRODUCTS 8.0 
LEAF TOBACCO 
ELECTRICAL MACHRY 
COAL & COKE 
IRON & STEEL 
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LUMBER & PRODUCTS) 1.5 TOTAL EXPORTS 
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AIRCRAFT 1.0 
COTTON CLOTH 0.9 
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PERCENTAGES AT END OF BARS SHOW PROPORTION OF TOTAL EXPORTS 
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Investment Programs Planned 





for Today's Conditions 


BY J. C. CLIFFORD 


= will find much to study in the occurrences 
of the past few weeks. In the first place, there has been 
the sharp break in the price of stocks and in the price of 
bonds other than those of the highest grade. Despite a 
long list of more-or-less plausible reasons advanced after 
the happening, so broad a decline was generally unex- 
pected, for there was little initially in the business news 
to account for it. The second occurrence of moment was 
the action of our monetary authorities in de-sterilizing 
$300,000,000 in gold and the announcement that the Fed- 
eral Reserve banks would resume buying of Government 
securities if it were necessary to further ease the credit 
situation. While it was denied that there was any connec- 
tion between these developments and the decline in se- 
curities, it is quite obvious that there was 


markets, the lesson for the investor in what has hap- 
pened lies in the fact that the importance of maintain- 
ing a backlog of good bonds has been stressed again. 
Bonds have their disadvantages, of course, but those 
who had a fair proportion of their capital invested in 
this type of security certainly felt better in recent weeks 
than those who believe them outmoded by events 
under the New Deal. 

Lately, the action of the bond market has displayed 
quite unusual traits. According to many representative 
bond averages, the period has been one of general de- 
cline. This, however, is hardly true as far as the best 
bonds are concerned, for issues of the highest grade are 
only slightly under their all-time highs. For the market 








such a connection. Investors who had 
been inclined to forget that it is essen- 
tially a cheap-money, inflationary era in 
which we live have now been reminded 
by Washington that such is the case. 

On the other hand, inflationary 
though the era may be, we have just 
seen what may happen to those who 
have decided that the situation requires 
that their capital be invested exclusively 
in common stocks. The sharp decline in 
the price of stocks shows that even 
against a background of a government 
sponsored recovery, there is no guaran- 
tee of an uninterrupted bull market. It 
shows how ultra-conservative margin re- 
quirements are assurance neither against 
recession nor against severe loss. Final- 
ly, it shows how important mass psy- 
chology is for the investor. On the 
strength of war clouds in the Far East 
and in Europe, coupled with liquidation 
from the Continent, there was a general 
conjuring up of all the uncertainties, 
governmental and others, and including 
the probability that business this fall 
will be less active than was previously 
expected. Business, however, almost cer- 
tainly will be better than the stock mar- 
ket’s showing would lead one to believe. 

But no matter the cause of the de- —" 
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cline, nor the subsequent action of the 
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to make such a distinction is the more remarkable when 
one considers the expansion in commercial loans, higher 
rates for Government financing, and other signs that the 
era of extremely easy money was drawing to a close. 
Under these conditions it should have been the best 
bonds that declined most, while the price of medium 
and second grade issues was being bolstered by a high 
rate of industrial activity and the improvement in busi- 
ness profits. One can only explain the way matters have 
worked out in actuality by the jittery state of the finan- 
cial community’s nerves which has tended to con- 
demn any security in which there was any risk what- 
soever. 

Now that the Treasury has acted to free a large sum 
of sterilized gold, it may be held that the position of 
high grade bonds has been still further improved. An 
accelerated tendency towards firmer money had been 
expected for the fall as a result of the seasonal pick-up in 
business, the necessity of financing crop movements, and 
so forth. In the light of the Treasury’s action, however, 
one can only conclude that the likelihood of firmer 
money rates in coming months has been greatly lessened. 

Do the changed conditions make any practical differ- 
ence to the investor? So far as revising long-term invest- 
ment programs is concerned there is surprisingly little 
to do. Just as it is always suggested that the individual 
keep part of his capital invested in strong bonds and part 
in common stocks, so is the same advice given now. 
However, the probabilities that money rates are not to 
harden as soon as was expected has this practical sig- 


nificance: it means that on his bond holdings the inves. 
tor’s prospect of loss has become less acute. Recent 
developments are favorable to this extent, although al- 
most regardless of the outlook for money rates we 
should still counsel ownership of some high grade bonds, 
This is because no other type of security offers such 
stability for one’s principal: it is not an absolute sta- 
bility, but it is the best that can be obtained. High 
grade bonds are always marketable for more-or-less the 
amount they cost and for this reason are of inestimable 
value in case of a sudden need for money under gener- 
ally unfavorable conditions in the security markets. 
Certainly the value of good bonds was brought out dur- 
ing the recent decline in stocks. 

On the other hand, just because we have not been 
hearing so much about it recently does not alter the 
fact that the present setting is an inflationary one and 
that as the price of commodities and the cost of living 
rises, the real value of a money obligation grows less. 
It is quite obvious that a thousand dollars buys today 
a great deal less than in 1932: just as obvious, although 
sometimes forgotten, is that a thousand dollar bond 
represents less tangible wealth than was the case five 
years ago. Moreover, while the income from the bond 
has remained the same in dollars, it has steadily lost in 
purchasing power. Because everything points to the 
likelihood of prices rising still further, it is impossible 
to recommend an investment program that would deal 
exclusively with bonds. Hence, the investor is driven 
willy-nilly into stocks in an attempt to insulate him- 

self from the impact of rising prices. 





Table I. Object: Income and Safety 


A Backlog of Good Bonds 


And when he turns to stocks for a long- 
term investment program he can count 
with the utmost certainty of being 
caught sooner or later in the unfortu- 
nate position of a stockholder during a 





, Recent Amount 1937 Current A oa s 
Quantity Price Invested Payments Yield decline similar to the one we have just 
3M —s- American Tel. & Tel. Deb. 31/48, 1961..... 99 $2,970 97.50 3.3 i : 
3M = Armour & Co. (Del.) 1st “B" 4s, 1955... 99 2,970 120.00 4.0 experienced. . 
3M _— Atchison, Top. & Sta. Fe Gen, 4s, 1995 110 3,300 120.00 3.6 Yet, despite such temporary disasters, 
3M Commercial Credit Deb. 314s, 1951........ 96 2,880 97.50 3.4 i rlv have a major lace in an 
3M Corsumers Power 1st 314s, 1966.......... 99 2,970 97.50 3.3 stocks clea ly ha ‘ J P | h 
3M —_New York Edison 1st Lien & Ref. 31/5,'65... 104 3,030 97.50 3.2 investment portfolio and now that they 
3M —— New York Cent. & H.R. Mtge. 314s, 1997... 95 2,850 105.00 3.7 can be bought so much cheaper than 
3M Shell Union Deb. 31s, 1951............. 99 2,970 105.00 3.5 . . = se 
3M_—_ Std. Oil (New Jersey) Deb. 35,1961....... 97 2,910 90.00 3.1 they could they are more deserving of a 
place than ever. A strong case may be 
Medium Grade Bonds and Preferred Stocks for Income made out for stocks today on the basis 
3M = Columbia Gas & Electric Deb. 5s, 1952... .. 100 3,000 150.00 5.0 of return alone, for those of our very 
3M__ International Paper Ref. 6s,1955.......... 92 2,760 180.00 6.5 is ° 4 
30 Shs. American Water Works $6 pref............ 90 2,700 —- 180.00 6.7 strongest and most progressive compa 
30 Shs, Reynolds Metals $5.50 pref............... 102 3,060 165.00 5.4 nies can be bought to return well over 
30 Shs. Sharon Steel $5 pref.......... eiatke 93 2,790 150.00 5.4 five per cent on the capital invested in 
, them, while a really first line corporate 
Common Stocks for Income and Price Appreciation " “s Il vield ond little b om 
Recent Amount Est. Current ond wl yie ut little better an 
diane — ee ee three per cent. Those who have been 
30 Slis, American Tel. &Tel..................... 160 $4,800 $270.00 5.6 inclined to make a comparison between 
100 Shs. Armstrong Cork..........0.............. 52 5,200 300.00 5.8 , . : : h 
° security speculation this year and that 
50 Shs. Beech-Nut Packing...................... 108 5,400 250.00 4.6 7? bide "h day. 
50 Shs. Ceno de Pasco................. ns 2,750 200.00 7.3 of 1929 can stop right here—today, 
25 Shs. Du Pont de Nemours.................... 146 3,650 162.50 4.5 three per cent from a good bond, five- 
100 Shs. General Electric......................... 44 4,400 170.00 4.0 F es 
25 Shs. Hercules Powder........................ 137 3,425 175.00 5.1 and-a-half per cent from a good stock: 
ee aa 100 3,000 180.00 6.0 in 1929, five per cent from a good bond 
50 Shs. international Harvester................... 92 4,600 200.00 4.3 two r cent or less from a ood 
100 Shs. International Nickel.............. bas 52 5,200 225.00 4.3 and tee » 8 ai 
Se ooo os tas veccvs sees 72 3,600 425.00 11.8 stock. Fundamental investment condi- 
2 AS ee 88 : 4,400 325.00 7.4 tions between two periods could hardly 
ee 88 4,400 200.00 4.5 . 
IIIs aces eeneecnccernces 66 3,300 200,00 6.1 be more different. ; 
oe oie 8 taka omen $99,285 $5,037.50 5.1% When it comes to the selection of 
specific issues, it will be found that 
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se groups of stocks can hardly be considered as 
ndidates for anything savoring of investment. Usu- 
lly the reason is a political one. Take the public 
ilities, for example. Here is an industry being per- 
sted to the limit by Government, both Federal and 
tate, and, while there are some few stocks of strong 
perating companies that merit the investor's consider- 
tion, the vast majority of junior securities representing 
nership in this industry are so surrounded by a politi- 
nl fog of uncertainty that most investors will prefer 
seek their needs elsewhere. And this despite the fact 
hat the output of electricity was never in greater 
olume. 

A somewhat similar view must be taken of the rail- 
nds. Prevented by the Interstate Commerce Com- 
mission from raising rates on the one hand, they are 
need on the other with mounting raw material costs 
und a vigorous demand for higher wages, the latter gain- 
ng momentum from the Administration’s general labor 
nolicies. Hence, a combination of circumstances, only 
part of which is economic, have put another large group 
of common stocks outside the consideration of anyone 
wishing to invest rather than speculate. Before passing 
fom the public utilities and railroads, however, let us 
dear up One point: common stocks of these two indus- 
tres may be risky commitments in general, but this 
conclusion is by no means applicable to underlying util- 
ity and railroad bonds. There are still many such bonds 
» well protected that even one who wants safety 
above all things need have no fear for his capital. 
Turning again to common. stocks: 








the subsequent recovery has hardly been extensive 
enough to make any difference—certainly it has not 
appreciably lowered yields which are almost as liberal 
as they were at the market’s low point. 

The accompanying tables have been prepared with a 
view to creating a pattern which the individual will be 
able to adapt to his own particular needs. The first 
table should appeal to those’ who require as good a re- 
turn, compatible with safety, as the market will afford. 
The word “safety” is used here in its broadest invest- 
ment sense: usually it has the narrower meaning of 
applying only to dollar principal and in this case the 
only truly safe investment for an American citizen is an 
obligation of his national government. The investor, 
however, whether he fully realizes it or not, wants not 
only safety of dollar principal and assurance of income, 
but he wants the purchasing power of his principal and 
income to be maintained. As it is quite impossible to 
achieve the ideal, the next best course is a compromise 
between good bonds and good stocks and a considerable 
diversification in both. In the first table this has been 
done and there has been included as well a variety of 
medium grade bonds and preferred stocks for the pur- 
pose of raising the yield to some extent. 

Whether the relative proportion of stocks and bonds 
is suitable, the investor will have to decide for himself. 
He should not fail to take into consideration, however, 
all the factors having a bearing on the subject. This 
will include his age, his family obligations, the security 
of his business position if (Please turn to page 756) 





when the investor has ruled out all those 
which are under a cloud for one reason 
ot another, he is apt to become dis- 
heartened. Uncertainty is unquestion- 


Table Il. Object: Income and Capital Growth 


A Backlog of Good Bonds 


ably contagious and it cannot exist to bial Recent Amount 1937 Current 
’ . . . uantity rice nvested{ ayments ie 
the extent it does today in so many im- 2M Consolidated Oil Deb. 3%4s,1951........ 101 $2,020 $70.00 3.5 
portant industries without there being 2M Louisville Gas & El. 1st & Ref. 314s,1966.. 101 2,020 70.00 3.5 
a tende . “VE s 2M Loew’s Inc. Deb. 314s, 1946.............. 100 2,000 70.00 3.5 
itt for at to told ude all form 2M New York Edison 1st & Ref. 314s, 1966... . 101 2,020 65.00 3.2 
ofcommon stock investment. Neverthe- 2M New York Tele. 1st & Gen. 314s, 1967..... 101 2,020 65.00 3.2 
less, there are companies and industries 2M Pacific Gas & Elec. 1st & Ref. 314s, 1966... 99 1,980 70.00 3.5 
as : ; 2M _ sw Pennsylvania R. R. Gen. 334s, 1970....... 98 1,960 75.00 3.8 
for which a bright prospect may be pre- 2M —_Union Pacific R. R. Deb. 31s, 1971....... 95 1,500 70.00 3.7 
dicted and it is in these, of course, that 2M Wilson & Co. 1st 4s, 1955............... 101 2,020 80.00 4.0 
the investor will concentrate his com- 2M Youngstown Sheet & Tube 1st 4s, 1961 102 2,040 80.00 3.9 
mitments. Although the man for whom Common Stocks Primarily for Price Appreciation 
this article is being written is one look- Recent Amount Est. Current 
ing beyond the immediate future, he °¥*""” — ES 
will undoubtedly find the discussion of do a Pot ee ee ec eens eee eees 54 $5,400 = $359.00 6.5 
’ s dil go. SEO eee 75 3,750 100.00 2.7 
the fourth quarter’s business prospect, 199 Shs, American Cor & Foundry... os 3,000 25.40 . 
starting on page 702, of considerable in- 50 Shs. American Smelting & Refining........... 72 3,600 300.00 8.3 
terest. Because of the eviden 7 100 Shs. American Steel Foundries ae 35 3,500 250.00 7.1 
; ” the a ence of tem 100Shs. Anaconda Copper......... eesubacess 40 4,000 250.00 6.2 
porary recession in some lines, however, 50Shs. Bethlehem Steel........ rere 74 3,700 250.00 6.8 
he should neither liquidate a major part 100Shs. Boeing Airplane.....................-.. 24 2,400 vee 
: : 50Shs. Crown Cork & Seal. sigeed ‘ey 50 5,000 320.00 6.0 
0 > v 
this present holdings nor defer all new TOG GMe, “SHENR ic csccsces Daa DIESE ek chains - 40 4,000 200.00 5.0 
commitments. He might possibly keep 30Shs. Du Pontde Nemours............. 146 4,380 195.00 4.5 
in reserve certain buying power, or even 100 Shs. Electric Power & Light.......... sees 15 1,500 vse ' 
eek he h . ° . 100 Shs. Fairbanks, Morse......... Pe Aiba Bec hte im 46 4,600 300.00 6.5 
5 Some at eavier representation m 100 Shs. Inti rnational Nickel is Se ee 52 5,200 225.00 4.3 
bonds, if his own individual position de- iy gs VATA BAW: cook oc on eos saw wicwses’ 52 2,600 150.00 5.8 
man ° ° ® 100 Shs. Montgomery Ward....... Ee Oe Lae 48 4,800 490.00 10.2 
B ds a policy as the cautious —. a: Hliee................. 32 3,200 150.00 4.7 
ut for most it will be satisfactory — 100Shs. Paramount Pictures....................... 19 1,900 100.00 5.3 
enough if thev act on the assumption a I oo oon nin sis cele alee wicle'e ogee 88 4,400 200.00 4.5 
e e ‘ > Bs, MR IIR soc obs vn Seeds cislslesicisiviees 90 4,500 200.00 4.4 
that the recent sharp decline in the — 30sh5 Westinghouse Electric a 3,660 190.00 49 
market discounted any business reces- A ERE re + $99,070 $4,932 5.0% 





sion that is likely to develop and that 
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Compared. g 
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Will 1929 Records Be Reached? 5 
BY J.S. McCORD 
z 
2 
« 
rn 
g 
Rrientuaie to the view commonly held in the depths for most classes of steel are somewhat disappointing. > 
of the depression—that it would be many years before On present indications in general business trend, fourth 9 
demand for steel recovered to the 1929 level—steel out- quarter volume probably will be lower than the third 
put this year will be not far below the former peak; and quarter figure. Prospective fourth quarter demand (ae 


the industry is much closer to boom conditions than isour for heavy steel is not encouraging, expectations 
aggregate economic activity. Domestic production in the regarding railroad buying and the volume of construc. TI 
first eight months of this year amounted to 38,183,000 tion having had to be revised downward. Fourth quar § that 
gross tons of ingots, a gain of 29.6 per cent over the ter demand for light steels will be sustained at a gener & to pl 
corresponding period of 1936 and only 1.8 per cent ally satisfactory level, due to rising production of 1938 § goul 
under record high output in the first eight months of automobiles and to continuing large demand for other § ent 
1929. August output of 4,861,789 tons was 16 per cent types of consumers’ durable goods. This difference in § {or | 
higher than a year ago, and compares with figure of near-term outlook, as between light and heavy steels, § 0, 
4,939,000 in August, 1929. Had it not been for strikes has had no apparent influence in the recent market ac § jp p 
which interrupted production in several plants, the tion of steel shares, possibly because the so-called heavy § 4s 1: 
year’s output to date unquestionably would have set a steel companies, such as United States Steel, Bethlehem § ably 
new all time peak. and Youngstown, have in recent years become steadily §  porr 

September output will show some recession, since less “heavy,” devoting their expansion and moderniza- 
backlogs have been running off rapidly, and orders tion programs largely to facilities for making light steels. 
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STEEL PRODUCTS, CAPACITY AND PRICE 
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The world steel boom is even more spectacular than 
that in the United States, with present evidence pointing 
to probable 1937 output of some 120,000,000 tons. This 
vould top 1929 world production by more than 16 per 
cent and would dwarf the pre-war steel volume which 
for the 1909-1913 period averaged approximately 68,- 
000,000 tons a year. This phenomenal expansion is due 
in part, of course, to the armaments race, but as early 
as 1935 there was clear evidence in some countries, not- 
ably Britain and Sweden, that consumption of steel for 
normal industrial purposes was pointing toward a sensa- 


tional expansion. Far more significant than the impetus 
given by the armaments race, is the broad expansion 
of steel markets represented by new products and new 
applications. For this reason it is somewhat misleading 
to say that demand for steel in this country has recov- 
ered almost to the 1929 high. What has actually hap- 
pened is that consumption of light steels, notably sheets 
and strip, has soared far above all former levels, while 
demand for most heavy steels remains substantially 
lower than during the last period of prosperity. These 
changes are strikingly shown in the charts below. 


CHANNELS OF STEEL DISTRIBUTION 
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Fuels for Industry 


Keys to the Future of the Power Age 


BY THEODORE M. KNAPPEN 


I. the world is doomed to freeze from deficiency of 
artificial heat, reserves of fuel are still large enough so 
that there may be no cause for worry in our time. 
Arnold C. Fieldner, Chief of the Technologic Branch 
of the U. S. Bureau of Mines, says: “There is coal 
enough for hundreds and possibly thousands of years; 
but natural gas and oil obtainable by present methods 
may be exhausted in less than 100 years, and a shortage 
of our domestic supply may begin within 10 or 20 
years.” The President’s National Resources Commit- 
tee concurs. 

However, the prospect of a shortage in some items 
within 10 or 20 years raises interest in the question of 
what a shivering and power-lacking world may do when 
it does come up against a universal fuel problem. 
Authoritative views of trends as scarcity pinches may 
be summed up as follows: 

(1) Coal will continue to be the principal fuel used 
for public utility and major industrial power. While 
technologic improvements and new hydro-electric power 
will tend to reduce the use of coal, an increasing demand 
for energy and a decreasing supply of cheap residual oil 
will increase the amount of coal consumed for power 
purposes, so material changes for coal is expected in 
either direction this side of 10 or 15 years. 

(2) So far there is no substitute for metallurgical coke. 





Courtesy Mack Trucks 


712 


Coke production will consume more and more coal, but 
relatively few new installations will be made for gas 
production. 

(3) Automatic heating of homes with gas or oil will 
expand even at higher costs than those prevailing today, 
There will be a great growth in the use of stoker-fired 
domestic furnaces, and high and low temperature cokes 
will supplement anthracite smokeless fuel. So here the 
future promises some joy for the long suffering coal 
industry. 

(4) In 1929, 88 per cent of the railroad fuel was coal. 
Notwithstanding the pronounced retreat of coal in this 
department of use, further improvements in the overall 
efficiency of the steam locomotive will make for the 
retention of the use of coal for freight traffic throughout 
the age of oil and natural gas. 

(5) The trend of marine transportation toward the 
Diesel engine and oil fuel will continue even after de- 
clining production of petroleum requires that Diesel 
fuel shall be derived from shale or coal. 

(6) As for fuel for our automobiles, “the prospect is 
apparently,” according to a study by Snyder and 
Brooks, “for a continuation or only a slight modification 
of the present situation until a shortage of domestic 
petroleum materializes. The next step will be the re- 
placement of deficits of domestic production by imports 
and substitutes. But the prices will be appreciably 
higher than the present ones.” 

Mr. Fieldner recently reminded the American Society 
for Testing Materials that 30 years ago coal furnished 
89 per cent, oil 8 per cent, and natural gas 3 per cent 
of the mineral fuel energy of the United States; water 
power was good for an equivalent equal to 3 per cent 
of the mineral fuels. In 1936 coal delivered only 30 
per cent of the total energy supply of the United 
States. 

The gas engine was invented in 1867 and the first 
motor car appeared on the scene 20 years later. 
Today about 28 million motor vehicles are in use 
in the United States—enough to move simultane- 
ously the entire nation and also a large proportion of 
its possessions. 

While coal has put up an admirable rear-guard fight 
for increase of efficiency, victorious oil has also become 
more and more efficient—also more oil has been pro- 
duced. Thirty years ago the annual production of petro- 
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leum was 166 million barrels and the demands of the 
automobile created an almost universal fear that petro- 
leum would soon be practically exhausted and a general 
expectation that the world would have to fall back on 
oil shales, coal and vegetable materials to eke out its 
supply of motor fuels. There was talk of an “out” for 
oil in ten or fifteen years. It was, we know now, a 
groundless fear. The oil wells went down to 7,000 feet, 
10,000 feet, 12,000 feet. More and more efficiency was 
developed in recovering, refining and utilizing oil; tre- 
mendous new oil fields were discovered; wells were 
brought in by the tens of thousands, and production in 
the United States shot up to over a billion barrels of 
oil in 1929, and again in 1936. 

Not only are we getting more oil, but we are getting 
more out of it. There was a time when we were fanatic- 
ally afraid of petroleum that contained free gasoline. 
Now we like it and separate the gasoline from the oil. 
In fact, we could not get enough of this natural gaso- 
line, so we devised methods of manufacture to produce 
it in greater quantities. 

Chemists turned on the heat and pressure and the com- 
plex moleciles of heavy, crude oil were cracked and 
broken down to the similar ones of gasoline. Today the 
production of gasoline has risen from 13 per cent of 
crude oil in 1912 to about 45 per cent. By addition of 
lead and other chemical modifications the anti-knock 
characteristics of gasoline have been improved in six 
years from an average octane rating of 59 to 70. So 
great have been the bromine requirements of the anti- 
knock compounds that the ocean has been summoned 
to the aid of the joy rider. Recently a plant was built 
on the coast of North Carolina which now is actually 
extracting about 46,000 pounds of bromine a day from 
the inexhaustible Atlantic Ocean. It is estimated that 
in 16 years, by means of cracking alone, there has been 
enough gasoline produced to be the equivalent of 814 
billion barrels of crude oil. The recovery of propane, 
butane and penthane has given us a new industry— 
that of canned gas. 

Gasoline has been a merciless enemy of coal, but crude 
oil has done pretty well itself. Liquid fuel was used 
some for ship propulsion before the World War, but 
today virtually all naval ships and more than 50 per cent 
of the world’s merehant tonnage is propelled by oil 
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power: 40 per cent of the oil fuel tonnage is Diesel 
power. While the railroads used more oil, as did also 
the steamships in 1930, than they do now, the manu- 
facturing industries, heating plants and miscellaneous 
users require more oil now than they did in 1930; so the 
total purchases of oil run about the same now as they 
did, but vastly increased~efficiency must not be forgot~- 
ten. In all its uses the consumption of fuel oil alone 
is equivalent to about 100 million tons of coal—slightly 
more than one-fifth of the total production of anthracite 
and bituminous coal. 

The recent report of the Sub-committee on Technol- 
ogy to President Roosevelt’s National Resources Com- 
mittee, takes a practically identical position with the 
Bureau of Mines in regard to fuel resources. It points 
out that a comparatively new element in the situation 
is the passing of the old-time rough and ready pros- 
pector. He discovered most of the world’s known store 
of minerals, especially metals, but we now have a science 
and technique of mineral exploration. “Today the oil 
industry employs thousands of geologists. Their effec- 
tiveness is proved by the fact that most of the petro- 
leum currently produced in the United States comes 
from fields where no seepages of oil or gas, visible signs 
that attracted the early explorer, existed.” Most of 
their work so far has been concentrated in North 
America. 

If new deposits of oil and gas should cease today the 
proven reserves in the United States would meet all 
requirements of this country for a period covering the 
generous range of ten years for petroleum to probably 
2,000 years for coal. But discovery will not cease in 
any predicted time. 

The coal reserves are so enormous that we need not 
worry about discovery in that field. “Over the world 
as a whole there is a possibility of enormous additions 
to available oil (and coal) reserves.” 

Warning is given, however, to the “little fellow” that 
the cost of intensive exploration will tend to concentrate 
discoveries in the hands of organizations financially able 
to stand heavy and long-continued outlay. If the 
National Resources Committee is to be looked upon as 
a governmental body with a New Deal slant, this sen- 
tence from the report is (Please turn to page 746) 
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Good Management 


BY ARTHUR MILLARD 


‘en development of Loew’s Incorporated is a glam- 
orous story with many important milestones all the way 
back from the nickelodeon days when Marcus Loew 
organized the nucleus of his theatre chain to the more 
recent integration of the company as one of the fore- 
most producing, distributing and exhibiting concerns in 
the motion picture field. Perhaps one of the most sig- 
nificant of these milestones was rounded early last year, 
when the company sold a $15,000,000 unsecured de- 
benture bond with a 314 per cent coupon, purely on its 
excellent credit position and without any “sweetening” 
in the way of equity participation. Throughout most of 
its long and colorful history, the motion picture industry 
has been regarded as a “risky business” in banking and 
investment circles—and the notion persists widely even 
at present. Yet, Loew’s unsecured debt today sells on a 
comparable basis with the best protected industrial 
investments. 

Incidental to Loew’s latest financing, a special report 
on the company was prepared for the underwriting syn- 
dicate by Eugene W. Leake, former Paramount trustee 
and a recognized expert on the motion picture industry. 
The report included an introductory statement which 
might well serve as the keynote for a study of any rep- 
resentative motion picture concern such as Loew’s. “In 
my opinion,” said Mr. Leake, “the essence of the motion 
picture industry is man-power—not property, plant or 
equipment. I therefore believe that a survey of a com- 
pany in this industry should place more emphasis upon 
the element of management than is customary in surveys 
of industrial companies. . . .” 

This point might be carried still further. In dealing 
with a motion picture concern, a mere study of financial 
statements, descriptions of properties or recitations of 
outstanding facts is not likely to do justice to the full 
potentialities of the concern under review. In the first 
place, the show business has its own peculiarities which 
investors seldom encounter in other industrial situations. 
It keeps its accounts on a different basis. It deals with a 
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different standard of values. The element of good man- 
agement of a picture company is not likely to be the 
same thing as good management in the steel industry, 
but rather a subtle blending of business acumen with 
artistic talent. The best management in the picture 
business is one that has the greatest amount of that 
intangible something called “showmanship.” 

This was vividly demonstrated in recent years when 
one of the leading picture producing organizations came 
under the control of a banking management which 
applied “strictly business” methods of production and 
expense control. The result was highly disastrous; pro- 
duction broke down, studio morale was lowered, artists 
and directors were lost to competitors. The business 
management “saved” an impressive sum by the operat- 
ing economies put into effect, but at the cost of impairing 
the ability of the company to turn out good pictures. 
For a motion picture company, it is more important to 
turn out good pictures than to save money in the process 
of picture production. In other words, it is far better 
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pysiness to spend $1,000,000 on 
, production that will gross 
31,500,000 than to cut the cost 
in half and turn out a feature 
that will not return the capital 
ent on its production. 

A popular impression appears 
tp have been created in recent 
years that wild extravagances 
ae essential to successful pic- 
ture production and that, con- 
quently, film production at 
best is an erratic venture, un- 
attractive to an investor with a 
conservative bent. This view is 
just as groundless, however, as 
the exploded notion of a few 
years ago that a hard-headed 
business management could 
make a surer profit in the show 
business than the so-called “ar- 
tistic” elements in the manage- 
ment. Experience shows that 
the largest and most consistent 
profits flow when just the right 
balance is maintained between the “business” faction of 
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the management and the “creative” faction, embracing 
directors, artists, authors and to some extent also the 
technical staff. 

The organization built up by Marcus Loew, prior to 
his death in 1927, attained that ideal in-between status 
about as closely as any amusement concern in the world. 
This organization is largely intact today. In so far as 
management is concerned, Loew’s should continue on 
its well grooved course of quality picture production 
(in the box-office sense of the term), first rank com- 
petitive position as a distributing organization, well 





Recording Director Douglas Shearer inspects sound equipment 
at the Metro-Goldwyn-Mayer studios. 
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proportioned representation in the domestic and foreign 
exhibition field and consequently a unit likely to earn 
more profits consistently under given trade conditions 
than any of its competitors. Undoubtedly this factor 
plays an important role in the excellent credit standing 
of the company, as revealed in its low cost open market 
financing. 

Up to around 1920, Loew’s position in the amusement 
field was primarily that of a theatre enterprise, but during 
and after the World War, various developments in the 
amusement field threatened the competitive position of 
the old Loew’s chain. Other exhibitors entered the pro- 
duction field, through such ambitious projects as the old 
First National, which signed up stars of the magnitude 
of Mary Pickford and Charles Chaplin. This venture, 
followed closely by formation of United Artists, with 
America’s favorite movie actors as principals and em- 
bracing a national theatre chain for outlets, clearly 
pointed to the need for integration in order to obtain 
suitable product and hold the strong competitive posi- 
tion of the Loew’s chain. Thus, while other producers 
were establishing their own theatre outlets, Marcus 
Loew turned to picture production. The independent 
producing unit Metro Pictures was acquired and almost 
immediately thereafter turned out several of the most 
profitable productions of its history. Encouraged by 
suceess in this direction, Loew acquired Goldwyn Pic- 
tures Corporation in 1924, an investment that included 
the present Culver City studios, the most successful 
picture producing “plant” in the industry. Then the 
shrewd showman bought management and artistic talent 
to round out the present famous Metro-Goldwyn-Mayer 
producing and distributing organization. This priceless 
asset came largely through acquisition of Mayer Com- 
pany—independent producers rapidly forging ahead in 
the picture industry under the guidance and inspiration 
of a group of youthful executives and producers includ- 
ing Louis B. Mayer himself, J. Robert Rubin and the 
late Irving Thalberg, who then still had his mark to 
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make in the picture business. This group came into the 
Loew’s picture under the impelling inducement of liberal 
bonuses and profit-sharing contracts—a bargain still 
extant, incidentally, and frequently criticized by some 
short-sighted security holders because the deal has made 
millions for the executives concerned. 

This criticism is worth exploration, however, since it 
takes one squarely into the problem of production and 
operating costs in the picture business. In the case of 
Loew’s, more than half of total operating revenues are 
obtained from its rentals of films, produced and dis- 
tributed by the Metro group of subsidiaries, and most 
of the balance has been realized by box office receipts of 
owned or controlled theatres. Both operating and capi- 
tal expenses of the theatre interests are relatively fixed 
amounts. Management costs do not come high in this 
division of the business, since in the case of Loew’s, the 
burden of film selections for its theatres rests heavily on 
the New York office, the most important sector of the 
theatre chain being in the metropolitan district. 

In the film production division, there is usually a direct 
relationship between production costs and picture qual- 
ity (the latter term used again in its box-office sense). 
Notable examples can be quoted of individual pictures 
produced at a low cost which have grossed larger returns 
than far more costly features. These are exceptions, 
however, and not the rule. Frequently, such results 
are traceable to the vagaries of the theatre world such 
as a discovery of new (and therefore cheap) talent; a 
timely release date when either weather conditions 
are unusually favorable or competitors are releasing 
mediocre productions. Then, after all is said and 
done, there is something to be filled in by the manner 
in which old Dame Fortune spins her wheel, and some- 
times both the business office and the production staff 
are pleasantly surprised by large gross returns from a 
low cost picture that just happens to “take” the 
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Preparing to “shoot" a scene in MGM's forthcoming picture “Double Wedding," 
featuring Myrna Loy and William Powell. 


public’s fancies in entertainment, 

Generally speaking, however, suc. 
cessful pictures have good plots 
with which the public is familiar, 
either from its book or legitimate 
stage version; geod stars, already 
endeared in the hearts of the pa. 
trons, and good direction. All of 
these elements cost money and 
since tangible picture costs in the 
form of materials and the technical 
side of production are pretty well 
standardized, the “safest” policy is 
to provide the costly elements of 
talent and inspiration that cap 
usually be calculated to produce 
box-office success. Naturally there 
are extravagances involved in even 
the run-of-the-mill production, what 
with the temperamental artists 
to deal with and the impelling 
urge for something novel to put 
over the feature. Loew’s man- 
agement appears capable of recog- 
nizing that the studios are en- 
gaged in creative work, which 
cannot be controlled by inflex- 
ible cost accounting methods with pleasing results, 

The strong revival of public interest in film entertain- 
ment during the past few years has given motion pic- 
ture productions a higher earning power than during the 
depression, both through larger box-office receipts of 
owned theatres and higher rentals from other exhibitors, 
particularly where contracts have been made on a per- 
centage basis. Since the compensation of film stars and 
film directors has some relationship with what their pic- 
tures earn, the big items of production costs have been 
rising with the returning prosperity in the industry. 
Here again Loew’s enjoys an advantage over competi- 
tors because production costs were not pared as close to 
the bone during the depression as in the case of some 
other producers. Consequently it has less adjustment 
to make and is in a position to carry a larger portion of 
the higher rentals and theatre receipts into the net 
profits bracket. 

Furthermore, its record for consistent production of 
better-than-average pictures has had a cumulative effect 
which it now appears to be capitalizing. On the average, 
the company is said to obtain better rentals from a 
production of a given type in line with its long record 
of better-than-average box-office results from its pro- 
ductions. This advantage comes about by the ability 





Recent MGM Hits 


Broadway Melody of 1938 
@ Captains Courageous 

A Day at the Races 

Good Earth 


Romeo and Juliet 


Maytime 

Camille 

After the Thin Man 

The Emperor's Candlesticks 
Saratoga 
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to place more contracts on a percentage 
basis and, on the average, to obtain a 
higher percentage rental on a given 
type of picture. Thus the film produc- 
tion division, as well as the theatre 
division, participates in the improved 
attendance throughout the industry. 

Having started from the theatre divi- 
sion and worked into production in 
order to obtain its integration, Loew’s 
largely shunned the mad scramble for 
theatre outlets at extravagantly in- 
fated prices during the Twenties. This 
contributed directly and indirectly to 
the excellent record of consistent earn- 
ings for stockholders even during the 
worst phases of the depression. One of 
the most important of the indirect ad- 
vantages of a conservative capital and 
property set-up was the fact that it 
left Loew’s treasury well fortified with 
working capital for film production at 
a time when competitors were pinched 
for funds to make pictures and the 
quality of their cheap product quickly 
fell. It is common practice in the in- 
dustry for producers to “sell” a season’s 
product to both the independent ex- 
hibitors and the chain houses in advance 
of their actual production. The com- 
petitive results of one selling season, 
therefore, is greatly influenced by the 
quality of pictures and the box-office 
returns therefrom during the preceding 
season. Exhibitors will eagerly seek the 
product of a studio which has been turn- 
ing out successful features and book 
the new “line” at a higher cost, whereas they are apt to 
shun the new product of a studio which has been turn- 
ing out a poor line of features. As the result of this 
practice, there is an inherent lag set up between average 
picture quality and the results from bookings. In other 
words, a studio well thought of by exhibitors is reason- 
ably well assured of satisfactory bookings of even its 
mediocre productions for a time. The ultimate relation- 
ship between bookings and picture quality has been 
thoroughly demonstrated, however, and the cumulative 
effect of a good average or a poor average of films is 
exceedingly important. 

Loew’s theatre chain, although one of the smaller of 
the five major motion picture concerns, has a strategic 
value considerably greater than the numerical strength 
of the circuit. Early last year subsidiaries owned or con- 
trolled 157 motion picture theatres, including six new the- 
atres then under construction. About half (73 theatres) 
were located in the New York metropolitan area, where 
the regular attendance habit is strongly entrenched, and 
some 67 other theatres in the United States and Canada 
provided an outlet for the Loew’s product in about 40 
leading cities. The availability of widely scattered 
“key” theatres assures nation-wide presentation of the 
studio product, although the widest distribution is ob- 
tained through contracts with independent exhibitors 
and the circuits of the other large movie concerns. The 
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"Still" from MGM's current attraction "Broadway Melody of 1938." 


film exchanges of distributing subsidiaries are located in 
31 cities. In Canada, distribution is obtained through 
an independent distributing corporation. There are 
about 130 cities abroad in which the company maintains 
film exchanges. In recent years only about 10 per cent 
of total film rentals were obtained from the company’s 
own theatres and about 30 per cent of film rentals 
originated in foreign countries. A recent arrangement 
to share jointly with Twentieth Century-Fox, the lat- 
ter’s control of Gaumont-British Pictures Corp., Ltd., 
strengthens the company’s position in regard to foreign 
distribution and some relaxation recently effected in the 
British quota system should also be helpful. 

In summing up the more important background factors 
in the Loew’s situation, that a careful examination brings 
to light, one might almost confine the discussion entirely 
to management, since the management factor is reflected 
in the acknowledged superiority of the MGM studio in 
production of quality pictures; in the relatively small 
but well-knit chain of “key” and neighborhood theatres; 
in the careful husbanding of financial resources; in the 
strong competitive position of the distributing subsidi- 
aries and in the conservative capital set-up of the com- 
pany and its subsidiaries in an industry where conserva- 
tism is indeed conspicuous. If the management factor is 
to be judged solely on the financial record of the com- 
pany over an extended period of (Please turn to page 750) 
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By &. 2. S. 


Jittery business, evidenced by stock price drop, is 
reflected somewhat by Washington officials who exhibit 
air of unsettlement and uncertainty about things in 
general, but they insist there is no good reason why 
most lines of business should not be optimistic for fall 
and winter. 


War operations, East and West, are causing the 
administration to dig in for a prolonged period of intense 
neutrality. Government has not entirely abandoned 
effort to protect American interests abroad but would 
do so rather than be drawn into more trouble. Banning 





WASHINGTON SEES— 


No war soon, but threats of war making the 
administration move warily. 


Neutrality, embargoes, and related legisla- 
tion framing up as important subject 
next winter. 


Officialdom jittery, but not so much so as 


Wall Street. 


Federal Trade Commission trying to increase 
its effectiveness, but afraid of the oil 
industry. 


No building boom imminent under slum 
housing law. 

Sugar politics remaining a sticky and en- 
tangling mess. 

Socialized medicine forecast in Social Se- 


curity Board plans. 


Supreme Court returning to a crowded 


docket. 








shipments of munitions to Orient in Government-owned 
ships is a neutral gesture but further moves may be slow. 
Broad invocation of Neutrality Act would recognize 
Sino-Japanese trouble as state of war, and would hurt 
China more than Japan. It would also impose hardships 
on American business out of proportion to the danger 
of this nation being involved in the war. In every move 
Roosevelt is recalling the successes and mistakes of 
Wilson’s “he kept us out of war” program. 


Scrap iron embargo proposals will be big issue in next 
Congress, but administration officials argue that scrap 
iron or steel is no more a munition than finished steel 
or wheat or cotton. Result may be attempt to tighten 
up entire neutrality law with ardent pacifists arguing 
for cutting off almost all trade with belligerent nations 
even on cash-and-carry basis. 


Next Congress session, whether opening in November 
or January, will resume fight between President and non- 
new deal Congressmen, with result of the 1938 election 
the stake. Odds generally favor the President, but bitter- 
ness and dissension will be greater. Supreme Court 
reorganization will still be an issue, and those who fought 
it will lead anti-Roosevelt battles on other matters, 
partly because they are too far out on a limb to have 
any choice. 


Special session possibility is biggest bugaboo of busi- 
ness and politicians. President won’t decide until he has 
better line on sentiment and is sure he can have things 
his way and get the jump on opposition. 


No major war outside of China at least for next twelve 
months is confident prediction of astute government 
observers, Although Europe is a tinder box, no one is 
yet ready to light a match. But situation has them 
worried and watching. 


C. I. O. attacks on the President are not entirely un- 
welcome to Roosevelt as long as labor has nowhere else 
to go politically because it helps him regain some con- 
servative support he lost when too unfriendly to strikers. 
But if Roosevelt carries through with his hints of 
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mediation legislation it may cause a 
much more serious and definite 
preach. 


ku Klux Klan affiliation revelation 
may not unseat Justice Black, but 
will embarrass him and impair his 
effectiveness. Will do great dam- 
age to the President, as opponents 
will say his idea of judicial reform 
and new blood on the Court is ap- 
pointment of Klansmen. Won’t help 
Farley corral colored vote. Incident 
may prove historic turning point in 
Roosevelt’s popularity. 


Federal Trade Commission, smart- 
ing under criticism, moves to tighten 
its enforcement machinery by 
providing periodic check-ups on 
compliance with its desist orders; 
hopes to convince Congress and 
public it is efficient agency for 
regulating business and the protection of consumers. 


Wide World Photos 


Margin trading regulation study by Federal Reserve 
Board contemplates only minor technical and adminis- 
trative changes, and the Board has no intention of lower- 
ing present margin requirements in spite of pleas of 
brokers that they need more business. 


Motor carrier act constitutionality challenged by Port 
of New York Authority on ground ICC did not give 
big enough exemptions to truckers in New York area will 
provide first test of this law which has been working 
with much satisfaction for two years and recalls early 
court difficulties when ICC first began regulating 
railroads. 


Freight rate increase request of railroads for higher 
charges on many specific commodities is now ready for 
ICC decision, but Commission won’t announce action 
for at least couple of weeks. Regardless of this decision 
railroads may soon file requests for general increase of all 
rates on ground of rising costs and anticipated wage 
increases. 


Slum housing plans under new Wagner act will be slow 
in affecting building trades. U. S. Housing Authority 
can start with P W A funds and personnel as nucleus and 
some 30 states have necessary laws for cooperating, but 
there will be delays in floating bonds and getting project 
plans approved. 


Social security taxes so far have enabled the Treasury 
to increase the public debt without much new borrowing 
from private sources, and unless the deficit is substan- 
tially reduced soon the S S reserve fund cannot be used to 
reduce the volume of government obligations privately 
held for at least a year. 


Ship strike issue may give cause for further break be- 
tween administration and C. I. O. Time was when all 


such were considered mutinies and punished accordingly, 
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Chairman Eccles of Federal Reserve Board and Henry Morgenthau, Secretary of 
Treasury. Worried for fear they put the deflation brakes on too hard last spring. 


but during last two years pro-labor New Dealers have 
tried to draw distinction between strike and mutiny to 
the benefit of the strikers. Now shipping officials 
threaten to invoke old mutiny laws. 


Oil Code proposal submitted by industry to stabilize 
chaotic marketing practices was rejected by the Federal 
Trade Commission for no good reason except that F T C 
is afraid it is not big enough to cope with the oil indus- 
try. It suspected jokers in proposed trade practice rules 
and feared approval might hamper Justice Department’s 
prosecution of alleged previous anti-trust violations. 


Baby bond sales will continue to be pushed by the 
Treasury through wide advertising campaign, but pres- 
ent limit of $10,000 per individual per year will not be 
raised. Officials consider it good politics to have largest 
possible number of persons interested in government 
finance, and in addition, correspondence from such 
small investors provides a valuable barometer of pub- 
lic opinion. 


Sugar politics will continue into next year and beyond. 
Secretary Wallace may juggle quotas to control price for 
consumer benefit, and administration will make capita] 
of “unholy alliance” attributed by Roosevelt to domestic 
growers and refiners of off-shore raws. Washington won- 
ders whether assurance that this alliance is terminated, 
as announced by Roosevelt in signing the bill, in- 
cludes pledges on anything other than future sugar 
legislation 


Supreme Court, returning for October term, again 
focuses the nation’s attention. Many important cases 
are on the docket, including several aspects of labor 
relations act, holding company act, and federal loans 
and grants for power projects. 


Farm tenant controversy did not end with passage of 
a law. Starry-eyed New Dealers call it pitifully inade- 
quate and less than a good (Please turn to page 756) 
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; plus or minus signs of the daily stock list will be 
made the basis for taxing gains on unsold securities if 
Congress adopts a recommendation recently made by 
the Twentieth Century Fund. This plan is proposed 
as a substitute for the undistributed profits tax, the 
repeal of which is strongly urged by that organization. 


Taxing the Tick of the Ticker 


A Re-appraisal of the Tax on 
Undistributed Corporate Profits 


BY M. L. SEIDMAN, C.P.A. 


Tax Consultant 





has ever been made to tax appreciation in the value of 
property. The tax collector has had to reluctantly stand 
by and wait until the security owner decided to cash 
in on his gains, before the Government could come in 
for a slice of the profit. Under the proposed plan, the 
ticker tape would bring the tax collector into action, 









Last spring the Twentieth Cen- 
tury Fund completed a very inter- 
esting and important study of our 
system of taxation, Its trustees 
had previously approved a pro- 
gram of research, underwrote the 
expense of the project and ap- 
pointed a special committee to 
take charge of the study. The per- 
sonnel of the committee was cal- 
culated to lend weight and dignity 
to its findings. Upon the factual 
results of the research, a program 
for future taxation was to be rec- 
ommended. Among the recom- 
mendations is now found the fol- 
lowing proposal: 





Multiple Taxation 


When the undistributed profits tax 
was originally proposed all other cor- 
porate taxes were to be removed. 
Yet today a corporation pays a heavy 
normal tax, a capital stock tax and, 
in many cases, an excess profits tax. 
Furthermore, if a corporation pays 
the present undistributed profits tax 
for the privilege of retaining income 
which it may temporarily require as 
working capital, such income is not 
thereafter tax free, but, if ever dis- 
tributed as a dividend, is again taxed 
to the stockholder at full normal and 


If, for instance, a man _ bought 
United States Steel at 50, contin- 
ues to hold it, and the stock has 
risen to 100 as of the last day of 
the taxable year, he would be 
taxed for a profit of $50 per share, 
in spite of the fact that not a dol- 
lar of the profit has been realized 
and, in fact, may never be realized. 

That, briefly, is the proposition. 
To characterize it as preposterous, 
fantastic, or impossible may only 
mean that one is minimizing the 
actuality of our present day will- 
ingness to experiment with new 
theories, whether it be in the field 
of politics, economics or taxation. 





“The Committee recommends 
that, in place of the undistributed 


surtax rates. 


The Committee itself recognizes 
and comments upon some of the 
— many problems and administrative 





profits tax, individuals be required 
by law to value their shareholdings 
each year and enter the plus or minus difference for the 
year in their personal income tax returns. .. .” 

The value of a stockholder’s interest, the report con- 
tinues to point out, can be computed, in the case of a 
listed stock, by the record of actual sales at the end of 
the year. In the case of an unlisted stock, every com- 
pany would be required to report to its stockholders the 
change in per share book value during the year. The 
stockholder would then be required to compare this 
value with either his cost or his previous inventory 
price, the difference being his taxable gain or loss for 
the year. 

The Committee contends that an increase in the 
quoted market price, or in the book value of a security 
represents property that can and should be taxed, just 
as if so much cash had been realized upon its sale. 
Under each of our revenue laws, thus far, no attempt 
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difficulties which such a plan of 
taxation would involve. It seems to sense, also, the 
truth of the fact that market prices, especially in the 
case of securities having a thin market, may not at all 
be a fair measure of value; also, that even an active mar- 
ket may not provide an adequate basis for valuing large 
blocks of securities. Some doubt is even expressed as 
to whether such a plan would pass constitutional mus- 
ter. Nevertheless, the Committee concludes that “to 
state these difficulties is not to imply that they cannot 
be overcome.” 

The importance of these recommendations and the 
weight which might be accorded them by the various 
Congressional Committees and other governmental bodies 
now engaged in the study of our Federal tax laws may, 
perhaps, be gleaned from the fact that one of the mem- 
bers of the Committee was Roswell Magill, then pro- 
fessor of law, Columbia University, but now Undersec- 
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retary of the Treasury in charge of taxation. The Com- 
mittee makes note of Mr. Magill’s appointment to the 
Treasury and his consequent inability to sign the report 
which it states implies neither his approval nor dissent. 

On the constitutionality question, the Committee ap- 
pears to be more troubled by doubt than was Congress 
itself. For in the 1937 Revenue Act just enacted, an 
American stockholder’s share of the current earnings of 
a foreign personal holding company is taxed to him in 
exactly the same way as the Committee proposes to 
tax all stockholders of all corporations. With this ex- 
ception; book value and not market value is made the 
sole basis for the calculation of the tax. 

Perhaps, if we do not agree with such a radical de- 
parture from established methods of taxation, we may 
be somewhat more sympathetic with the end which the 
plan seeks to attain. Actually, it is merely another 
line of attack in the attempted solution of a very old 
problem in American taxation, namely, equality in the 
taxing of business profits. The solution of this problem 
was one of the original aims in the enactment of the 
undistributed profits tax. It will be recalled that when 
President Roosevelt originally proposed the enactment 
of such a tax, he named as its chief virtue, aside from 
an anticipated substantial increase in public revenue, 
the fact that such a plan would equalize the tax on 
business profits between individual or partnership enter- 
prises and those conducted in corporate form. The plan 
was, in addition, to prevent the escape of wealthy stock- 
holders from the high surtaxes, as well as bring about 
certain alleged beneficial economic effects in line with 
New Deal philosophy. Experience with the tax has al- 
ready shown, clearly enough, that it does not and cannot 
fully attain any of these objectives. That, its many 
faults by far outweigh its few 





holders who would accordingly be fully taxed on every 
dollar of corporate income. 

Whether the plan was wise or economically sound, it 
at least had the virtue of striving for equality in taxa- 
tion of business profits. The finished product, however, 
in the form of the 1936 Revenue Act, left the corpora- 
tion burdened with a heavy normal tax, a capital stock 
tax and, in many cases, an excess profits tax, even if 
every dollar of its earnings were distributed. No similar 
taxes are paid by businesses conducted in individual or 
partnership form. On top of all this, if a corporation 
pays the present undistributed profits tax for the privi- 
lege of retaining income which it may temporarily re- 
quire as working capital, such income is not thereafter 
tax free, but, if ever distributed as a dividend, is again 
taxed to the stockholder, at full normal and surtax rates. 
Instead, therefore, of eliminating the tax disparity be- 
tween partnership and corporate business income, the 
1936 Revenue Act greatly accentuated the disparity. 

Now, what about that big chunk of additional rev- 
enue which the undistributed profits tax was to bring 
in? It was to come not from the corporation, but from 
individuals of large means who would, under the law, 
be compelled to receive dividends which heretofore they 
managed to accumulate in the corporate treasury. The 
expected increase in revenue failed to materialize in any 
such amount as anticipated. Why? Loopholes in the 
law were blamed. But, at the recent public tax hear- 
ings in Washington, it was clearly shown that such loop- 
holes as did exist were there long before the undistrib- 
uted profits tax was born. So that there must be other 
reasons for the failure of revenue from this source. 

As a matter of fact, isn’t this the explanation? The 
aim was to force a few individuals in the higher brack- 

ets, already paying substantial 





income taxes, to pay still higher 








virtues. 
“Equality” of business taxa- 
tion went overboard even be- 


DIVIDEND DISBURSEMENTS 


taxes. It was assumed that 
these men would continue to 





risk their capital for profit, even 





fore the law saw the light of 
day. The President’s original 
proposal was premised on the 
fact that the real beneficiaries 
of a corporation’s profits are its 


if the Government took nearly 
all of the profit away from them. 
Human nature, however, is not 
built that way. Men so situ- 





stockholders, just as the real 
beneficiaries of a partnership’s 
profits are its partners. Since a 


ated, undoubtedly turned their 
attention more to conserving 
their capital than to make a 
profit. 





partnership, as such, pays no 
tax on firm income, a corpora- 
tion, as such, was to pay no tax 
on corporate income, providing 


While reliable information on 
the subject is not available, it 
must nevertheless be true that 
many such men turned more 





it distributed all of its income. 
The stockholders would then be 
taxed for a corporation’s profits 
exactly in the same manner as 
partners are taxed for partner- 
ship profits. Consistent with 
this idea, the original proposal 
was to remove all corporate 
taxes, but to impose a suffi- 
ciently severe undistributed 
profits tax to compel corpora- 
tions to make complete or 
nearly complete distribution of 


BILLIONS OF DOLLARS 

















and more to the tax exempt se- 
surity as a haven for safety and 
income. A two or three per 
cent return with safety is cer- 
tainly better than even 30 per 
cent or 40 per cent with the at- 
tendant risk and the very little 
to gain after the tax collector is 
through. Other legitimate ave- 
nues of escape were undoubtedly 














sought and found. Switching 
from stocks paying large divi- 














current earnings to their stock- 





(Please turn to page 743) 
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Simplification 


of Corporate Structures 


Gains Momentum 


American Water Works Leads in Complying with Utilities Act 


BY FRANCIS C. FULLERTON 


Wraes the Public Utility Act was passed in the heat 
of the summer of 1935, the provisions for mandatory 
simplification of the holding company corporate struc- 
tures then seemed somewhat remote. The famous Sec- 
tion 11 (socalled “death sentence” section) said: “It 
shall be the duty of the Commission, as soon as practical 
after January 1, 1938, etc... .” and this was pretty far 
removed from 1935. In the meantime, there has been 
a good deal of progress made in the movement toward 
simplified capital structures, throughout business gener- 
ally, but the utilities have not been conspicuous in this 


regard. There are, however, still three months or so of 
the “voluntary period” for utility holding company cor- 
porate simplification, and present indications suggest 
that important steps may be taken during this period to 
expurgate some of the complicated corporate structures 
in the utility field. 

Among the major utility holding concerns, American 
Water Works & Electric has taken the first step to sim- 
plify its power system in order to comply with Section 
11 of the Act and thus forestall mandatory proceedings 
by the Securities and Exchange Commission, after the 





Present Structure of American Water Works 
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Beech Bottom Power 





Monongahela West Penn 
Tho Patemes Public Service Co. 
Transmission Co. 





Franklin Transmission Co. 
South Penn Power Co. 


Northern Virginia 
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and Transmission Co. 














Potomac Light 
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The Marietta 


Monongahela Electric Co. 


Securities Co. 


Monterey Utilities 
Corp. 


State Line Gas Co. 


























The West Maryland 
Power Co. 























NOTE: Non-utility subsidiaries include trans- 
portation, terminal, bridge, land holding, coal, 
investment, appliance sales, commercial credit, 


Ayr Township Electric Co. 


Licking Creek Township 
Electric Co. 





Todd Township 


iectric Co. engineering, service and inactive companies. 








Water works subsidiaries are also classified as 
non-utility companies. 
This applies also to diagram on Page 723. 
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turn of the year. The Water Works system of electric 
power companies has been long regarded as one which 
might lend itself to the mandatory changes of the Util- 
ity Act with the least difficulty and it is, therefore, the 
logical leader of the procession. The plan proposed by 
this concern sets a precedent as to the general procedure 
likely to be followed in the corporate simplification of 
other large utility systems, and it is interesting to note 
how it is proposed to reduce a “six stage” electric power 
system into a “three stage” system as required by the 
Utility Act. 

It may be recalled that in limiting the permissible 
number of holding company stages, Utility Act said that 
a holding company “shall cease to be a holding company 
with respect to each of its subsidiary companies which 
itself has a subsidiary company which is a holding com- 
pany.” This neat bit of phraseology means that all of 
the operating units in the system must be owned either 
directly by the parent company or by one or more “sub- 
holding companies” which the parent company owns 
directly. Where the chain of ownership is more than 
three steps, therefore, the lower links of the chain must 
be absorbed by a higher link or one of the intermediate 
links must be eliminated entirely. 

In the case of American Water Works & Electric, both 
procedures are employed. Operating companies or sub- 
holding units in the fifth or sixth step of ownership away 
from the parent company are to be absorbed by units 
higher up in the chain. West Penn Electric Company, 
an important sub-holding unit is to be absorbed by the 
parent company thus bringing the fourth stage operat- 
ing units up to third stage. The plan “before” and 
“after” is illustrated graphically on these pages. It hap- 
pens that the provisions of the Utility Act apply only 
to gas and electric companies. Close to ninety water 
companies controlled by the company are not subject 








to the same restrictions as the electric subsidiaries. The 
management contends that the water properties and 
other non-utility interests are reasonably incidental or 
economically necessary or appropriate in the operations 
of the system—this being one of the general provisions 
of the Act. It also happens that electric and gas inter- 
ests extend over five contiguous states and are either 
physically connected with high power transmission lines 
or are capable or being so connected. This, happily, 
meets another general provision of the New Deal util- 
ity legislation. 

Thus, it would be easy for the Securities and Exchange 
Commission, charged with enforcement of the Act, to 
look kindly upon the voluntary simplification proposal 
placed before it by the first major holding company in 
the industry. At the first public hearings before the 
Commission there appeared to be a complete absence 
of any harsh undertones of hostile criticism. 

Phases of the plan involving the absorption of physi- 
cal assets of operating units and dissolution of interme- 
diate holding companies require the redemption of 
senior securities of these units held by the public. It is 
proposed to raise some $44,000,000 for this purpose by 
new financing. Here again, American Water Works is 
well situated in that its earnings and financial position 
is sufficiently strong to obtain the bulk of such capita] 
through senior financing. 

The procedure of corporate simplification of utility 
holding companies established by the Water Works plan 
is likely to be followed with considerable interest in 
financial circles. If approved by the SEC, it will dem- 
onstrate the ability of a major utility system to comply 
with what was once popularly referred to as the “death 
sentence” with a minimum of dislocation of physical oper- 
ations of the system and with full regard to the reason- 
able claims of security (Please turn to page 751) 
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Caters to Broader Market 






Demand for light and heavy trucks, buses 


and fire equipment 


BY EDWIN 


ocx in the halcyon days of 1928 and 1929, Mack 
Trucks sold around 7,000 heavy duty trucks a year and 
ranked eighth in the truck industry. Notwithstanding 
the fact that Mack accounted for only 2 per cent or 
less of total truck sales in those years, profits were 
substantial, dividends generous and the company’s shares 
were held in high esteem. Between 1928 and 1933, 
however, the depression lopped off 80 per cent of sales 
and in 1932 only 1,425 new Macks were registered. To 
be sure, this was a trying period for the entire indus- 
try, and there were a number of financial casualties 
among the smaller manufacturers. Mack, however, 
although adequately fortified financially, found itself at 
an added disadvantage. Specializing in the manufacture 





Highlights of Mack Trucks, Inc. 


Operations 
ee te reek cue ios desoenssisoeea ed siet 4 
Sales and Service Branches............... , 71 
Mack Registrations, 1936........... 4,226 
Mack Registrations 1st 6 months 1936. .. 1,537 
Mack Registrations 1st 6 months 1937... . 2,955 
ND A sors seisss ones 5 : $30,795,294 
| en 1,440,850 
Net Profit 1st 6 months 1936..... 511,889 
Net Profit 1st 6 months 1937... .. 940,260 
Finances* 

Se ee ; eastts None 

Preferred Stock............. None 

Bank Loans.............. $1,000,000 
Current Assets................ 27,981,854 
Current Liabilities 5,565-685 
Working Capital. .... x 22,416,169 
Capital Stock (shares).......... , : 597,335 
ae : 36 

Earnings Per Share 

SO NOt wad, 6 g.5 SARE ka Roe rs deficit $2.19 
patie ea kis baie wine Sse bee deficit 1.42 
ee or ssi See en aes ; 0.03 
SER Casters pees wese ets ; ne ‘ deficit 0.66 
Ds Sea wach Sante bx s-0 as ‘ che 2.41 
1936 (1st 6 months)........... P = , en 0.85 
SORT TING monte)... ..... 5000... : 1.57 


*—As of Dec. 31, 1936. 








brightens prospect 


A. BARNES 


of heavy duty trucks the company was without competi- 
tive resources to supply the demand for speedier light 
weight delivery units and trailer combinations. As a 
result it dropped to eleventh place in the industry. 
Nevertheless, and oddly enough, in 1932 the company 
accounted for .79 per cent of all new trucks registered in 
that year, a percentage which it has since been unable 
to better, but we shall discuss this point more fully 
further on. 

In considering the present status of Mack Trucks, 
and attempting to evaluate its prospects, it is fairly 
apparent that the ability of the company to obtain its 
full share of the revival of the truck industry, and return 
to its former profitable status, depends not only upon the 
continued effectiveness of demand, but equally so upon 
the success of the company in adjusting itself to the 
fundamental changes which have taken place in the 
entire motor truck industry. In short, the big IF in 
the company’s outlook is its ability to strengthen its 
competitive position. 

Competitively, Mack has been bucking some pretty 
formidable opposition. First of all there has been a 
marked trend away from heavy trucks, typified by 
Mack’s familiar “Bulldog” models, toward lighter units. 
Secondly, this trend has played directly into the hands 
of leading manufacturers of automobiles and Interna- 
tional Harvester, a high ranking truck producer. 

In 1929, of the total production of trucks by all manu- 
facturers, 17.1 per cent were units of 34-ton capacity or 
less; 63.4 per cent had a capacity of 114 tons and less 
than 2 tons. Last year, the former accounted for 38.1 
per cent of the total and the latter 52.6 per cent. In 
1929 trucks having a capacity of 2 tons and upward 
accounted for 10 per cent of total output, and totaled 
82,472 units. In 1936 this classification totaled 
66,780 units, accounting for 8.2 per cent of total produc- 
tion. It is further significant that new truck registra- 
tions last year, according to figures compiled by R. L. 
Polk & Co., and totaling 611,644 were the largest in 
the history of the industry. Quite obviously, sales of 
light trucks have contributed the greatest portion of 
the 1936 increase, and if not at the expense of the 
heavier types, at least the latter lagged conspicuously. 
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Similarly, the lions’ share of new truck 
registrations last year went to those 
automobile companies featuring a light 
model—Ford, Chrysler and General Mo- 
tors accounting in the aggregate for 
76.34 per cent of the total, while Inter- 
national Harvester accounted for an ad- 
ditional 11.76 per cent. The total share 
of these four companies amounted to 
$8.10 per cent last year, as compared 
with 91.63 per cent in 1935. All com- 
panies except Ford increased their pro- 
portionate total last year, the net decline 
being accounted for by a drop of 7.41 
points in Ford’s share. 

The growing popularity of the light 
truck may be ascribed to several fea- 
tures. The initial cost is, of course, 
considerably less and this is likewise true 
of maintenance and operating costs, at 
least over a reasonable period. New 
types of bodies and trailer units have 
added appreciably to the versatility and 
adaptability of the light truck, and it 
is not unusual to see a Ford or Chevro- 
let truck hauling some pretty man-sized 
loads. Greater speed is another feature in their favor. 
On the other hand their serviceable life is doubtless 
shorter than that of the heavy duty truck, particularly 


‘if there is a tendency to overwork the light truck. 


Doubtless many a smaller merchant, contractor or gen- 
eral trucker regards the problem of replacement as a 
bridge to be crossed when he gets there. In the mean- 
time his needs are being served by equipment costing 
less than if he purchased a truck more adequately de- 
signed for his needs. This is human nature and not an 
attitude brought about solely by the compelling forces 
of the depression. 

Geared to mass production it was a comparatively 
simple matter for the large automobile manufacturers 
to utilize their facilities to turn out light trucks at an 
attractive competitive price. Moreover, their nation- 
wide sales and service facilities have given them a further 
competitive advantage. International Harvester is in 
a particularly strong position to make a bid for farm 
truck business and having a national organization has 
also garnered an important share of industrial truck 
demand. 

Just how severely Mack Trucks has felt this increasing 
preference for lighter trucks can only be surmised, but 
certain it is that the management is no longer content 
to watch the rising volume of business going to the com- 
pany’s competitors. In 1935 a contract was negotiated 
with Reo Motor to manufacture a full line of smaller and 
less costly trucks and buses. 

This move, largely in the nature of an experiment, 
was followed by fairly encouraging results last year, 
when 4,226 new Mack trucks were registered, as com- 
pared with 1,515 in the preceding year. It is not known 
exactly what percentage of the increase was contributed 
by the new line, but it was probably sizable. 

The manner in which the company has injected itself 
into the heavy volume end of the truck industry was 
sound in every major respect. Its own facilities not 
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Mack Trucks looks to more complete recovery of construction activities 
to bring a real upsurge in sales. 


being geared to produce light trucks in competition 
with the large automobile companies, Mack by contract- 
ing with Reo for the manufacture of the new line, was 
able to offer a Mack unit competitively priced without 
taking the costly risk entailed by the acquisition of new 
and adequate facilities to promote a purely experimental] 
step. 

By this arrangement Mack was enabled to enlarge 
its line, rounding it out to include four new models from 
a 14-ton unit to a 2-3-ton model, as well as a short wheel 
base traffic type model and three new bus models. Profit 
margins on this new line are doubtless considerably 
lower than on the company’s heavy duty trucks, an 
assumption suggested not only by the aggressiveness of 
competition in the lower price field but also by the fact 
that while a 10-ton chassis costs around $8,000, the 
smallest unit of the Mack Junior line is priced under 
$600. Therefore, it is apparent that if the new line is to 
make an important contribution to the company’s earn- 
ings, large scale volume business must be developed. 

Some measure of the potential effects of increased 
volume may be obtained by examination of the com- 
pany’s 1936 showing. Sales last year totaled $30,795,294. 
as compared with $20,210,885 in 1985, an increase of 
about 34 per cent. The number of new Macks regis- 
tered last year recorded a gain of 189 per cent. The 
latter, of course, is exclusive of exports. Last year 
nearly 20 per cent of the trucks produced in the United 
States were sold abroad, but there is no basis for calcu- 
lating whether Mack’s export sales were greater or less 
than the total of the industry. Included also in the 
company’s sales’ figures are parts and replacements. One 
must conclude, therefore, that if unit sales last year were 
nearly tripled to produce an increase of about one-third 
in dollar volume, a considerable proportion of the gain 
in units is accounted for by the new Mack Junior line. 

Following this line of reasoning somewhat further, it 
would appear that the new (Please turn to page 748) 
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inte which are now manifesting themselves in the 
statements of banks in New York and in other large 
cities, if continued, can have only one meaning to the 
bank stockholder: higher earnings as well as a sounder 
basis for current rates of dividend. To those who look 
at bank statements superficially the trend is not revealed 
in clear-cut fashion because loan expansion has been so 
largely offset by contraction in portfolios of government 
securities. 

In the case of New York City banks the contraction 
in holdings of government direct and guaranteed securi- 
ties has been so great that, although total loans have 
risen almost a billion dollars since the low point of Feb- 
ruary, 1936, total earning assets (loans and invest- 
ments) are up only slightly more than $300,000,000. 
What has been actually going on is the replacement of a 
low income producing earning asset, chiefly Treasury 
bills and other short term government securities yielding 
one-half of 1 per cent or less, with loans to sound bor- 
rowers returning, in most instances, a minimum of 114 
per cent. 

Banks in other cities have also enjoyed expansion in 
loans, particularly in the category of those which yield 
the best returns—miscellaneous and commercial borrow- 
ings secured otherwise than by securities—but they have 
been slower to liquidate holdings of government securi- 
ties. That is why the loans and invest- 


Higher Earnings for Bank Stocks 


Larger Institutions 
in Favorable Position 


BY FRANCIS EDMONDS 


That in itself would give no 
great speculative flavor to their shares, chiefly because 
there are bound to be some offsets such as, for instance, 
diminished security profits. To impart real impetus to 
the market for their stocks the expansion in their loans 
and discounts must go further or rates on existing loans 
must rise, returns from their investments must be higher 


York City institutions. 


or their costs of operation must decline. The latter 
possibility must be dismissed, for the trend of bank 
expenses is slowly on the rise. 

The central banking authorities are on record as ex- 
pecting between now and the year end an expansion in 
loans and an increase of nearly $500,000,000 in currency 
circulation. Ordinarily this would reduce excess reserves 
to a point which would force money rates higher, but 
the “desterilization” of $300,000,000 gold and possible 
further purchases of government securities by the re 
serve banks probably will operate to keep money rates 
around present levels. Influences which are increasing 
bank loans are: 

1. Borrowing to carry increased or higher priced im 
ventories and to handle an increased volume of orders 
under conditions of higher production costs, such as 
larger payrolls. 

2. Borrowing to finance plant expansion or improve: 
ments, or to obtain additional working capital in antici- 





ments of reporting banks in 101 cities, 
including New York, show a much larger 
gain in earning assets than do the New 


York banks. Comparatively speaking, ‘ 
the New York banks are working on a 7 
much slimmer reserve margin than are 

banks elsewhere, chiefly because the w © 
Treasury has borrowed money largely in & ¢ 


Wall Street, distributing it elsewhere, and 


banks in the interior have leaned upon 4 SS 
New York for cash and other financial Fs 
requirements. 2 


It is obvious that if New York banks 
get as much as 1 per cent additional in- 
come from a billion dollars of earning 
assets their dividend coverage, assuming 
no offsetting factors, will be improved by 
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perhaps 12 per cent, in the case of New 
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tion of sales of new securities. If conditions in the 
sue market for securities are unfavorable, as they have 
been so frequently in recent weeks, such loans may not 
increase, but they will stay longer in the banks and the 
banks will earn more from them than they expected 
to earn. 

3. Borrowing to pay off by call before maturity high 
coupon corporate indebtedness. Until recently there was 
considerable of such borrowing for periods of one to five 
years, at a sliding scale of rates gradually rising from 
1% to 3 per cent or more. 

4. Borrowing to replenish large drafts upon working 
capital caused by the payment of larger or extra divi- 
dends to avoid payment of the federal tax upon undis- 
tributed earnings. This was an important factor in 
causing borrowers of the highest standing to resort to 
their banks late in 1936 and during the first quarter of 
1937 and undoubtedly there will be some similar demand 
in the final quarter of 1937 and first quarter of 1938. 

There are also some less important and more fortuitous 
influences which tend to increase the use of bank credit. 
The expectation that there should be a further increase 
in bank loans, even if hopes for further increases in busi- 
ness activity are not fully justified, seems warranted by 
existing conditions. If foreign warfare becomes serious 
enough to slacken foreign trade and therefore reacts 
upon domestic production, through forcing the President 
to declare in effect the Neutrality Act, less credit expan- 
sion might be expected, but at present it would look as 
though the chief effect of such an action would be to 
reduce foreign cash buying. 


; Higher Money Rates? 


As to the possibility of a rise in money rates, attention 
should be called to the fact that money rates have risen 
and are rising. Within the past two years the rate on 
call loans has gone up from one-quarter of 1 per cent to 
1 per cent; time money has advanced from one-quarter 
of 1 per cent to 144 to 1% per cent and there has been a 
sight increase in the volume of loans to brokers and 
others on securities. Acceptances, small as is their yield, 
return nearly double what they did at the time the 
money market was demoralized by billions of excess re- 
serves which have been transformed into required 
reserves. Treasury bills, in which New York banks 
invest hundreds of millions, now yield more than half of 
l per cent. They used to yield less than one-eighth. 

Recent steps by the Treasury and the Federal Reserve 
Board to place more money at the disposal of the banks, 
first by the reduction in discount rates and second by 
announcement of “desterilization” of $300,000,000 gold 
and possible further purchases of government securities 
by the Reserve System, should result in no pronounced 
change in present money rates and probably will merely 
postpone temporarily higher charges for short term 
funds. On the other hand, if excess reserves are to be 
moderately increased, doubtless the banks will employ 
much of them in short term assets, so that the effect 
of increased reserves would be to increase the total of 
earning assets. Every inflationary step taken gives a 
fillip to business and generally speaking makes business 
borrow more. 

Increases in short term rates up to early September 
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Suggestions Among Prominent 





Banks Stocks 
1937 Price 
Bank Dividend High Low Recent Bid 
BOSTON 
POE POND 60s oc c'ks veesee $2.00 59% 44 4 
National Shawmut............ 1.00 36 27 28% 
CHICAGO 
Continental IHinois........... 2.00 184 111 121 
First National................ 6.00 393 262 268 
NEW YORK 

EIT Vas vsccedcnsices $14.00 540 ’ 447 
Bank of Manhattan........... 1.50 403, sof 30 
Sere 2.00 85 62% 63 
Cental Hanover............. 4.00 152 118 115 
Chase National.............. 1.40 64% 4514 44 
EE os cinsncccccenees 1.80 85%, 57% ‘57% 
RE cs. 4/6 oip.o's sees oii 8.00 240 180 178 
Corn Exchange.............. 3.00 17% 59 5914 
re 100.00 2685 1990 2105 
Guaranty Trust............... 12.00 395 306 300 
SAS .60 20: 14} 13 

nufacturers Trust........... 2.00 10%, 48 Re 
National City............... 1.00 40 394 

A ne 5.00 ae 124] 124 
Public National.............. 1.50 591 39 36% 
PHILADELPHIA 
0 eee 4.00 112 92 92 
Philadelphia National........ 5.00 135 113 113% 
SAN FRANCISCO 

Bank of America............. 2.40 61 46% 48% 





were reflected in long term interest rates as mirrored 
in the September Treasury financing and in lower 
bond prices. This situation postponed much corpo- 
rate financing and left banks to carry temporarily 
that burden. 

A further increase in call and time money rates may 
occur this winter, not wholly because of a scarcity of 
funds for such employment or because of any substantial 
increase in stock speculation, but because of the changed 
character of such loans. Once a highly approved medium 
for employment of banks’ so-called secondary reserves, 
loans to brokers and dealers have taken on a most static 
and even illiquid appearance under ultra-regulation by 
Washington and the banks, viewing them now as more 
permanent than temporary borrowings, feel that they 
should be paid extra for carrying them. An increase of 
one-half of 1 per cent would increase income from more 
than $1,000,000,000 of such loans nearly 50 per cent and 
would add a profitable avenue for the employment of 
funds of banks in cities other than New York. 

Banks outside of New York, it should be mentioned 
in passing, have ordinarily two distinct advantages over 
those in New York—they obtain a higher rate on cus- 
tomers’ loans and have more reserves to employ before 
reaching the stage of liquidating securities. They also 
have more long and medium term bonds, returning 
higher rates, and less short period paper. They also have 
a larger potential margin of loss on securities. To them 
exceptionally low reserve bank rediscount rates are a 
boon. 

It was mentioned at the outset of this article that 
there might be some offsetting factors to the expectation 
of higher bank earnings which the bank stock investor 
would be foolish to ignore, among them diminished 
profits from securities. In the period of excessively cheap 
money and superabundant excess reserves, each new 
issue of Treasury securities (Please turn to page 750) 
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Safeguarding Profits 
Through 


Indirect Investment 


A Method of Minimizing the Hazards 


BY PHILLIP DOBBS 


= the decision has been made that a certain secur- 
ity should prove a profitable holding, no one is more 
single-track minded than the investor or speculator. 
Despite the fact that in all probability a prior investi- 
gation revealed the presence of certain risks, once these 
risks have been weighed against the favorable aspects 
of the situation and been over-ruled, it is 
as if they never existed at all. The inves- 
tor with his mind made up is ostrich-like 
in his capacity to dream only of the rosy 
possibilities. Yet, quite obviously, the 
risks that were found are still there: in- 
deed, there are likely to be others that 
were never considered. Surely, it would 
be a wiser policy to remember all one 
can of the adverse and attempt to dis- 
cover a course that will minimize the 
hazards while detracting little from the 
profit possibilities. A truism to which 
insufficient attention is paid is that an 
investor who minimizes his chances of 
loss by the same token increases his 
chances of profit. One way of achieving 
this might be termed “indirect participation,” or the 
purchase of stock in one company for the purpose of 
benefiting from favorable developments affecting others. 

There are many cases where indirect participation 
might be practiced with possible advantage. Take, for 
example, the public utilities: here is an industry doing 
a record-breaking business, but because of widespzead 
political persecution many junior securities of com- 
panies in this industry obviously are highly risky com- 
mitments. Yet, there ought to be profits for the holder 
of securities in any industry whose output is at an all- 
time high and the problem in the case of the utilities 
is how to obtain the benefits without being subject to 
the political hazards. The solution lies in the purchase 
of stock in one of the big electrical equipment companies, 
General Electric or Westinghouse Electric & Manufac- 


Nesmith. 
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turing. As the output of electric power rises close to 
the capacity of the public utilities to supply it, they 
are forced into the market for additional generating 
equipment, for additional transformers, switches and all 
the mechanical apparatus which goes to make up a 
modern electric distribution system. Nor are the sup 
pliers of such equipment regulated in their 
price policies. The field is competitive, 
of course, but unlike the public utilities 
themselves, the manufacturers of elec- 
trical equipment do not have to go before 
some political board and argue for months 
about “fair return,” “capital invested,” 
“replacement cost” and the like. And 
then have the whole argument thrown 
out, not on its merits, but because some 
political “stooge” feels that there are 
votes to be had by such action. 

Then, too, through the sale of house- 
hold appliances, both General Electric and 
Westinghouse are aided as more and more 
customers come on the lines. They even 
benefit from the Government competi- 
tion which bids fair to destroy certain privately owned 
public utility companies and from Government subsidy 
plans which are extending electric service to thinly 
populated districts. Moreover, it is to be noted that the 
more pieces of household apparatus that are sold and 
the more the electrification of industry proceeds, the 
greater is the need for heavy generating and transmis 
sion equipment. During a time of general recovery, this 
may be likened to a rising spiral of prosperity with addi- 
tional business leading to other business until the tide 
of recovery should turn—something which fortunately 
is not yet in sight. 

Just as the electrical equipment companies afford the 
investor indirect participation in any favorable develop- 
ments affecting public utility companies, so are the rail- 
road equipments in a position to benefit from a mount- 
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ing volume of railroad freight. In an investment port- 
lio the railroad equipment stocks are a practical sub- 
titute for the direct ownership of railroad shares. More- 
over, they have certain advantages: they are not sub- 
ject to the Interstate Commerce Commission and they 
benefit from lack of rolling stock no matter where it 
gecurs. This last point is an important one, for many 
owners Of railroad securities have been right on the 
general outlook but have seen their plans miscarry be- 
cause of a crop failure or some adversity affecting a 
particular xoad. 

Sometimes there is a special development favorably 
affecting manufacturers of railroad equipment which has 
nothing to do with a high freight movement. Such a 
development occurred when the Association of American 
Railroads ruled that freight cars by 1945 should be 
equipped with a new style air brake. It is for this reason 
that Westinghouse Air Brake and New York Air Brake 
have an enormous amount of potential business. While 
the stocks of the railroad equipment companies generally 
were discounting a bright future over-optimistically at 
the beginning of the year, they have now declined to lev- 
els from which it would be possible for these issues to rise 
sharply on even a moderate pick-up in railroad purchases. 

There are many more obvious examples 
where it is possible to obtain indirect par- 
ticipation in some industry. If it is be- 
lieved that the automobile industry faces 
further gains, it might be well to study 
the automobile accessory companies with 
a view to ascertaining whether they offer 
any advantage over the automobile com- 
panies proper. It may certainly be said 
of the accessories that their operations 
are more diversified than the automobile 
companies and that for this reason they 
would suffer less should one’s appraisal 
of the future be nullified by a paralizing 
automobile strike or similar untoward 
happening. 

An interesting feature of the automo- 
bile accessories is the wide choice in the “subsidiary” 
division which may be had. Briggs Manufacturing, for 
example, in addition to automobile bodies makes house- 
hold plumbing ware: Borg-Warner makes clutches, trans- 
missions, universal joints, radiators and other automo- 
tive parts, but it also manufactures refrigerators, wash- 
ing machines and oil burners: Raybestos-Manhattan is 
dependent upon the auto- 
mobile industry for the dis- 
posal of about half its out- 
put, but the company’s as- 
bestos_ textiles, packing, 
belting, hose and matting 
have a dozen other sources 
of demand. And so it is 
with almost all the auto- 
mobile accessory compa- 
nies. It isa situation which 
enables the investor who 
wishes to participate in the 
automobile industry to 
make his selection from 
those accessory companies 
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SEPTEMBER 25, 1937 











a 5 Se 
Courtesy Ingersoll-Rand Co. 


whose subsidiary activities 
are in the best position. 

Let us take some further 
examples of indirect parti- 
cipation. Suppose the situ- 
ation to be this: the pros- 
pect favors an active de- 
mand for steel, but that 
there is some uncertainty 
as to whether further agi- 
tation on the part of the 
C. I. O. will so raise labor 
costs as to bring about a 
marked narrowing of pro- | 
fit margins and a conse- Courtesy Washington Power Co. 
quent reduction in earn- 
ing power. If the premise is accepted, then it might be 
well for the prospective investor to consider the purchase 
of stock in one of the big refractory companies, Harbison 
Walker or General Refractories, instead of the stock 
of some steel company. Although fire brick is an im- 
portant component of all furnaces and finds an outlet 
in countless industries, the steel industry is the most 
important single customer and when the steel industry 
is active the big manufacturers of refrac- 
tories do well. 

Participation in the motion picture in- 
dustry may be obtained through General 
Theatres Equipment, Technicolor and 
Eastman Kodak. Through the latter, in- 
cidentally, an excellent stake may be ob- 
tained also in rayon. Should the investor, 
believing in a continuance of the general 
recovery, not wish to commit himself to 
any one industry he may back his opinion 
by the purchase of an interest in one of 
the big chemical companies, Union Car- 
bide & Carbon, Du Pont, or Allied Chemi- 
cal. Even some of the smaller chemical 
companies such as Hercules Powder, 
Monsanto Chemical and Dow Chemical 
represent an excellent cross section of general business 
and might well be bought by those wishing to partici- 
pate in the recovery of the United States as a whole. 

It will be noticed that this discussion of how a 
prospective investor may obtain a stake in what he 
wants through some other medium has been confined 
so far to those which supply an essential to another 
industry or company. The investor may obtain indi- 
rect participation in another way: he may buy the 
stock of a company which possesses a large interest in 
another. For example, the purchase of a share in Du 
Pont carries with it almost a share in General Motors: 
through Air Reduction an interest in U.S. Industrial Al- 
cohol may be obtained: while Engineers Public Service 
may be bought indirectly through Stone & Webster. 

The illustrations that have been given should not be 
taken as exhausting the possibilities of indirect invest- 
ment. They are, however, enough to show the broad 
possibilities of an investor obtaining his requirements 
through the medium of another security. Frequently, 
as has been seen, one’s chances of profit are increased 
and the hazards lessened by a stake that is obtained in 
a roundabout way. 
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Five Unusual Opportunities 


to Buy Now 





For Profit Plus Good Current Return 


BY THE 





Burroughs Adding Machine 





BURROUGHS 


Down more than 30 per cent 
from the year’s high and at a 
level which should mean better 
than 6 per cent return on prob- 
able 1937 dividend distribu- 
tions, Burroughs Adding Ma- 
chine stock appears attractive 
either for conservative specu- 
lation or for representation in 
a longer-range investment port- 
folio. There is nothing ahead 
of the single class of 5,000,000 shares of capital stock. 
Financial position is strong. Sales and earnings have 
shown steady expansion in each year since 1932 low was 
seen. Outlook for further expansion appears good. 

Profit for the first half of this year amounted to 
$4,514,162. This was equal to 90 cents a share and com- 
pared with 68 cents in the first half of last year. Allow- 
ing for some possible recession in general business ac- 
tivity during the fourth quarter, it seems reasonable to 
anticipate profit of at least $1.60 for the year. Dividends 
paid during the past twelve months have totalled $1.40. 
The present “regular” of 25 cents a quarter appears 
assured and probably will be augmented by an extra 
payment before the year-end, probably in November. 

Growing demand for labor-saving equipment and de- 
velopment of new product lines by the company in recent 
years account for present good showing and hold promise 
for the future. Products include adding, adding-book- 
keeping, billing and typewriter-bookkeeping machines, 
cash registers, standard typewriters and allied office 
equipment. Reflecting the quality of the enterprise, it 
came through the depression without impairment of 
financial position and without a single year in red ink. 
Even in 1932, net of $655,329 was earned. 

Current assets shown on the most recent published 
balance sheet amounted to $28,162,192, as against cur- 
rent liabilities of only $3,038,923. Cash items of $14,269,- 
701 constituted more than half of current assets. The 
notable liquidity of the company’s position can be better 
grasped when it is observed that current assets dwarf 
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the $4,950,662 book value of all fixed properties and 
manufacturing facilities. 

It need hardly be said that the office equipment indus. 
try is a double beneficiary of New Deal policies. The 
higher cost of doing business, to which Federal policies 
have contributed, creates demand for labor-saving ap- 
paratus; and to comply with Federal and state laws 
today involves more record-keeping by business firms 
than ever before, with Social Security topping the list 
of such laws. The full impact of the boom in record- 
keeping has not yet been felt by the business equipment 
industry, even though there will inevitably be interludes 
of pause in this trend. Among the more prominent bene. 
ficiaries, Burroughs has much to recommend it. 





American Steel Foundries 








Lj i} 
AMERICAN 
STEEL FORYS| 


T] 





Although operating in 1 
prince and pauper industry— 
railroad equipment—American 
Steel Foundries has demon- 
strated a notable ability to 
hold down losses and to main- 
tain a comfortable financial 
position under adverse condi- 
tions, and to garner a hand- 
some margin of profit when 
business is to be had. In the 
nature of its field, earnings and the price of the stock 
have shown wide fluctuations from year to year. Hence 
the equity’s appeal is to the speculator or the specula- 
tively-inclined investor. 

With that qualification, a longer-range commitment 
in this issue appears to have a logical foundation. Its 
decline from the year’s high of 7314 to present quotation 
of 38 has both wiped out an excess of speculative hope 
that attached to the stock in the spring advance and 
brought it into reasonable relation with visible earning: 
and dividend factors. Net for the first half of the year 
was equal to $1.87 per share on the 1,187,496 shares of 
capital stock which now constitute sole capitalization. 
This compares with 82 cents a share in the first half of 
last year. 
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Current orders for railroad equipment are slack, re- 
fecting uncertainty of rail managements regarding both 
ynding wage negotiations and action of the ICC on 
requests for higher freight rates. Both of these matters 
ould be cleared up in the not distant future, leading to 
more active buying of rail equipment. Meanwhile back- 
gs in this industry have been such as to indicate rea- 
gnably good 1937 earnings. Profit for Steel Foundries 
hould be in the neighborhood of $3 per share, justifying 
expectation that dividend distribution should at least 
equal total of $2.50 paid during the past twelve months. 
If so, the stock may be considered to be priced on a 6.5 
per cent yield basis. 

Despite the current problems of the railroads, a bet 
on further longer-term recovery in rail equipment busi- 
ness would seem to have a logical speculative foundation. 
With present dividend return and modest price-earnings 
ratio reckoned along with future potentiality, the equity 
presents a combination of speculative appeals. Financial 
position is comfortable, suggesting no need for added 
working capital or financing. 





Superheater Co. 
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SUPERHEATER CO. 
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For some years Superheater 
Co. has been identified as one 
of the foremost manufacturers 
of superheaters and high-pres- 
| sure equipment for use in rail- 


ss 























rol 
| 











o way locomotives, marine and 

stationary boilers. In 1933 con- 
trol of the former International 
Combustion Engineering Co. 
was acquired, resulting in a 
logical complement to Super- 
heater’s primary activities, and extending the company’s 
scope to embrace the manufacture of power plant equip- 
ment, such as boilers, generators, etc., for public utility 
and industrial plants. The character of the company’s 
business is definitely that of the heavy goods type and 
as a consequence earnings in the past have shown con- 
siderable fluctuation, in response to the willingness and 
ability of industrial managers to undertake plant re- 
habilitation and new construction. Purchases of new 
locomotives, as well as repairs to existing equipment, 
afford a particularly important source of business. The 
indispensable character of the company’s products and 
the greater operating efficiency made possible through 
their use assure an effective demand when general busi- 
hess is active and industry is in a position to enlarge its 
facilities and replace obsolete equipment. 

This tendency has been generously reflected in the 
rising trend of Superheater’s earnings over the past two 
years. Last year consolidated net earnings amounted to 
$899,791, equal to $1.01 per share on the 885,655 shares 
of stock, which comprise the entire capitalization. In 
1935 earnings were equal to 63 cents a share. New busi- 
ness booked in 1936 was substantially in excess of that 
for the previous year but owing to the length of time 
involved i» manufacturing operations, the full effect of 
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the la ume of business was not obtained. Total 
of un: “ers on hand at the beginning of the current 
year ; d to nearly $2,600,000, as compared with 
$1,78( the beginning of 1936, foreshadowing a fur- 
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ther substantial rise in current earnings. Earnings in the 
initial three months of the current year totalled $858,844, 
including $425,115 profit on sale of reacquired company 
stock. Applied to 904,855 shares of capital stock out- 
standing, net for this period was equal to 95 cents a 
share. Earnings equal to 83 cents a share in the June 
quarter showed an increase of 80 per cent over the cor- 
responding period of last year, bringing earnings for the 
first six months up to the equivalent of $1.78 a share as 
against 76 cents a year ago. Although there has been a 
noticeable lag in new orders placed for locomotives in 
recent months, it is understood that the business of the 
company’s subsidiary, Combustion Engineering, has been 
running steadily ahead of last year. Unless later develop- 
ments are of a nature calculated to seriously disrupt 
railroad purchasing power, it is quite likely that railway 
equipment purchasing will be resumed on an increasingly 
larger scale. The effect upon earnings of Superheater, 
of course, would not be apparent until 1938, but with 
the probability that the company may currently show 
upwards of $4 a share for it stock, such uncertainties 
as may be conceded in the near term prospect would 
appear to have been amply discounted at prevailing 
quotations for the shares of around 36, which compare 
with the 1937 high of 6134. Acquired with a view to hold- 
ing over the next year, the shares, on this basis, would 
appear to offer a promising speculative opportunity. 





Celanese Corp. 









































— oe Celanese Corp. of America 

0 45 has for some time held a domi- 
a | | | nant position in the acetate 
z yarn division of the rayon in- 
oh dustry. The company is cred- 
“ ited with some of the major 
2 fT 4|f technical advances in_ the 
a f manufacture and treatment of 


























rayon. With a continuous im- 
provement in its products and 
the constant development of 
fabric work, Celanese has greatly widened its market and 
prestige. Present productive capacity of the company is 
rated around 40,000,000 pounds, ranking it as the third 
largest factor in the industry, and it is expected that 
additional facilities to be placed in operation in the near 
future will enable the company to step up its output 
about 25 per cent. In recent years, Celanese Corp. has 
been favored by the relatively greater gains which have 
been recorded in the demand for acetate yarn. For- 
merly, the latter commanded a higher price than viscose 
yarn, byt at the present time prices are on a par and 
some grades of acetate are cheaper than viscose. 
Through ‘control of Celluloid Corp., Celanese Corp. has 
an important stake in the manufacture of plastics and 
other chemical sp€cialties. 

The company’s capitalization, including 50,000 shares 
of 7 per cent prior preferred sold last year to raise addi- 
tional working capital, includes 164,818 shares of 7 per 
cent pfior preferred stock, 148,179 shares of 7 per cent 
first participating preferred stock and 1,000,000 shares of 
common stock. Participating preferred is entitled to 
$7 in regular dividends plus 10 per cent of the balance 
before any payments can be (Please turn to page 749) 
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Lower Copper Prices? 


Following the publication of world 
copper statistics, copper shares de- 
veloped some weakness, apparently 
reflecting doubt over the ability of 
producers to maintain the domestic 
price of 14 cents which has been in 
effect for a number of months. Ac- 
cording to the figures compiled by 
the Copper Institute, world stocks 
of copper at the beginning of Sep- 
tember totaled 328,611 tons, an in- 
crease of 15,496 tons for the month 
of August. This was the fifth 
successive monthly increase this 
year. A year ago stocks amounted 
to 405,580 tons. At the August rate 
of demand, present stocks are ap- 
proximately equal to two months’ 
supply, which is considered normal 
and without basis for price weak- 
ness. However, in the immediate 
setting in which various general busi- 
ness uncertainties have been intro- 
duced, lagging demand for copper 


may force some reduction in the 
present price of the red metal. 
Seasonal Stocks 

With the advent of the fall 
months, several industries derive 


considerable impetus from rising sea- 
sonal demand. Attendance at mo- 
tion picture theaters is stimulated 
by cooler weather and demand for 
whisky and other distilled liquors 
tends to increase through the clos- 
ing months of the year reaching a 
peak at the holiday season. Nor- 
mally retail trade can be depended 
upon to recover sharply from the 
summer doldrums and this vear, par- 
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ticularly, the large mail order com- 
panies are promised an active fall 
season. Purchase of stocks subject 
to the seasonal factor is not a wholly 
trustworthy basis, although fre- 
auently the seasonal influence is ef- 
fective in accelerating a speculative 
movement marketwise. 


Farm Income and 
Purchasing Power 


The Department of Agriculture 
estimates cash farm income from 
marketings this year at $8,575,- 
000,000. Another $400,000,000 will 
probably be added by Government 
payments. This is the fifth suc- 
cessive year in which farm income 
has risen. The greater significance 
of farm income, however, is its pur- 
chasing power in terms of commodi- 
ties and services. Total farm income 
this year will be slightly higher than 
for the 1924-1929 period and nearly 
equal to the 1929 peak level. In 
the first half of this year the price 
of commodities which the farmer 
buys averaged 133% of 1910-14 
base as compared with 154% dur- 
ing the 1924-1929 period. Even 
if allowance is made for the larger 
farm population at the present time, 
financially the farmer is in a sounder 
position than in the pre-depression 
years, and on balance the agricul- 
tural contribution to our national 
economy this year will be important. 


Mead Johnson 


Mead Johnson & Co. has an en- 
viable, if not spectacular record of 





earnings and dividends. The com- 
pany specializes in the manufacture 
of food specialties and medicinal 
preparations for infants and largely 
through the medium of doctors and 
kospitals has built up a sound repu- 
tation for its products. Moreover, 
the company is modestly capitalized 
and per-share profits, even during 
the depression, have been sizable. 
Net last year was equal to $8.83 a 
share for the common stock compar- 
ing with $7.15 a share in 1935 and 
$4.91, the lowest level of depression 
earnings. Profits have continued to 
rise this year and in the first six 
months were equal to $4.77 a share 
vs. $3.77 last year. In each quar- 
ter so far this year the regular 
dividend of 75 cents has been aug- 
mented by an extra of the same 
amount. The market on the N. Y. 
Curb for the shares is rather thin, 
but acquired around 110, they offer 
a sound investment opportunity for 
dependable income. 


Market Action 


During the recent period of un- 
settled securities markets, a number 
of issues appeared to offer conspicu- 
ous resistance to selling, their net 
decline having been less than that 
of the market as a whole. Among 
the oils, Texas Corp., gave a good 
performance and as this is written 
the shares are still within 10 points 
of their 1937 high. Company’s sales 
and earnings this year have been 
running at record levels and earnings 
may amount to as much as $6 a 
share. ... Monsanto Chemical shares 
are also within 10 points of their cur- 


THE MAGAZINE OF WAL‘ STREET 





abou! 
ican ‘i 
eral 
quite 
cent 
mark 
giver 
then 
Sales 
are | 
prov 
year 
a go 
the | 
the 
Sale: 
Aug 
that 
pan} 
Sep 
com 
arou 
that 
last 
dest 
peal 
com 
yea 
tha: 
of 
hav 
of 
cop 
$1.7 
wel 
for 
in 
hat 
coy 
pri 
coy 
cor 
tha 
du 
nai 


ore 
ref 
spc 















> COmM- 


‘acture 
dicinal 
argely 
rs and 
repu- 
eover, 
alized 
luring 
zable, 
3.83 a 
npar- 
> and 
‘Ssion 
ed to 
t six 
share 
juar- 
rular 
aug- 
ame 


hee 
ffer 
for 


un- 
ber 
cul- 


ng 





rent high and sales and 
amings are setting new 
records. Net for the year 
has been estimated at 
about $5 a share... . Amer- 
ican Tobacco “B” and Gen- 
eral Motors were both 
quite weak prior to the re- 
cent decline in the entire 
market but have since 
given a better account of 
themselves marketwise. 
Sales of American Tobacco 
are reported to have im- 
proved appreciably this 
year and the company has 
a good chance of covering 
the $5 dividend in full, for 
the first time since 1932. 
Sales of General Motors in 
August were the largest for 
that month in the com- 
pany’s history and for the 
September quarter, the 
company may show sales of 
around one-third larger 
than in the same months 
last year. New models are 
destined to make their ap- 
pearance shortly and the 
company is anticipating a 
year as good if not better 
than 1937... . The shares 
of International Nickel 
have been firm in the face 
of a possible lowering of 
copper prices. Earnings of 
$1.71 in the first six months 
were the largest on record 
for that period and results 
in subsequent months will 
have the benefit of heavy 
copper sales at the 14-cent 


price. Lower prices for 
copper would effect the 
company relatively less 


than leading copper pro- 
ducers, inasmuch as Inter- 
national produces copper 
in conjunction with nickel 
ore and its smelting and 
refining costs are corre- 
spondingly low. 








American Can. 


Allis-Chalmers. 


Developments in Companies Recently Discussed 


ning substantially ahead of last year. Last 
year earnings were equal to $6.89 a share 
and It Is not unlikely that current profits 
will show better than $8 a share for the 
stock. Company's finances would permit a 
generous year-end extra dividend. 


Mail Order Companies . . . Sales of Sears, 
Roebuck for the four weeks ended Septem- 
ber 10, gained about $3,000,000 or 7.8% 
over the same period a year ago, and thus 
far in the current year are running about 
15% ahead of last year. .. . August sales 
of Montgomery Ward increased 8.2% and 
for the first eight months were 25% higher 
than last year. 


Earnings this year may be 
upwards of $6 a share, which would com- 
pare with $5.83 earned in 1936. Sales will 
be materially enlarged by the heavy cur- 
rent demand for fibre containers, output 
of which promises to double that for 1936. 
Sales of beer cans will be as large, if not 
larger, than last year, while general line 
containers are reported to be running 15% 
ahead of last year. A substantially larger 
vegetable pack this season augurs favor- 
ably for this division of the company's 
business. 


Recent estimates place the 
company's unfilled orders at the beginning 
of September at $25,000,000 the largest in 
its history. Gains in new orders for heavy 
machinery have been quite impressive, and 
demand for farm equipment and tractors 
is being sustained at a high level. Total 
dividends thus far this year, including the 
recent declaration of $1, have amounted 
to $2 and the probabilities are that at least 
another $1 payment will be made prior to 
the year-end. 


Phillips Petroleum. With the probability that 


current earnings will exceed $5 a share, 
the company should be in a position to pay 
a@ generous year-end extra. Dividends in 
the first nine months totaled $2. The pro- 
posed offering of additional stock has been 
deferred for the time being, awaiting more 
settled market conditions. 


Caterpillar Tractor. Earnings this year have 


been running at a rate better than $1,000,- 
000 a month. Net for August totaled 
$1,053,832, and for the eight months the 
total of $8,460,916 was equal to $4.39 a 
share for the common stock. 


American Chicle. Sales of chewing gum con- 


tinue practically immune from the vagaries 
of more sensitive industries. Recent reports 
indicate that the company's sales are run- 


Paramount Pictures. 


Container Corp. After a seasonal lull, com- 


pany’s sales are reported te be showing 
an encouraging gain. While the fall vol- 
ume may not come up to earlier expecta- 
tions, the prospect is still sufficiently well 
defined to support the company's ability to 
earn close to $3 a share this year. 


Minneapoplis-Moline Power Implement. Stock- 


holders will vote October 4, on a proposed 
plan of recapitalization having for its pur- 
pose the discharge of accumulated divi- 
dends on the $6.50 preferred stock. Pre- 
ferred stockholders will be given a $4 
cash dividend and in lieu of remaining 
arrears totaling $34.44, will be offered one 
share of new $5.50 prior preferred, entitled 
to two extraordinary dividends aggregat- 
ing 2/2 shares of common stock, one share 
to be paid this year and 1/2 shares in 
1938. The new $5.50 preferred will be 
convertible until 1942 into five shares of 
common. 


Foster Wheeler. Although company's earnings 


equal to 3 cents a share in the first six 
months of this year did not come up to 
previous expectations, results for the full 
current year should register an appreciable 
improvement over 1936. The company had 
a large backleg of unfilled orders on hand 
at the beginning of the second half, the 
total of $10,456,900 comparing with $6,- 
156,860 at the same time a year ago. 
Company plans to offer stockholders the 
privilege of subscribing to 41,820 addi- 
tional shares of common in the ratio of 
four shares for each 35 held. The offering 
price will be announced later. 


Company, with about 
1,400 theater outlets, promises to be a 
leading beneficiary of the rising tide of 
movie attendance. The advantage of in- 
creased theatre attendance is the rela- 
tively stable costs of theater operation, 
with the result that increased receipts may 
be counted on to contribute a compara- 
tively larger gain in net. 





Machine Tool Orders Rise 


ing declined in July. Domestic or- 


Running counter to previous ex- 
pectations, new orders for machine 
tools rose in August to 179.8, as 
compared with 171.1 in July. The 
gain was contributed entirely by 
domestic orders, foreign orders hav- 
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ders in August were 41% ahead 
of last year. The index of ma- 
chine tool orders is regarded as one 
of the most sensitive business in- 
dicators and an upturn coming at a 
time when considerable pessimism is 
being voiced over the business pros- 


pect is highly encouraging. It is 
possible, of course, that the recent 
rise was due to temporary factors 
but should the uptrend continue in 
September, it would be safe to con- 
clude that plant managers do not 
share the recent misgivings over the 
outlook for the months ahead. 
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10% greater than at the correspond- _ barometer. the part of private interests in help- bee 
ing date in 1986. During August, Now that the Administration has jing to finance the Government’s abl 
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trends are somewhat mixed at 105 firm stand recently taken by the an 


the present time and it is pos- 
sible, though not certain, that 
there may be a moderate and 
comparatively short set-back in 
general business activity before 
the year-end. But now that the 
Treasury and Federal Reserve 
Board have taken combined ac- 
tion to avert all danger of an 
autumn squeeze in the money 
market, there is even less justi- | 
fication than before for fearing | 
another major depression. 
European markets are taking 
a much less gloomy view of war 
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prospects than our own; so 


C. I. O. against wildcat strikes. 

On the constructive side may 
be cited a rather long list of 
industries which are operating 
at all-time record peaks, and a 
number of economic influences 
which are still working toward 
further business recovery. Fore- 
most among the latter is the 
continued expansion in payrolls, 
farm income and dividend dis- 
bursements, which is again find- 
ing reflection in rising retail 
sales with the ending of summer 
vacations. In spite of numerous 





artificial barriers, world trade 





that, with all due respect to the 

pessimists, we can see nothing in 
the nearby outlook, either at home 
or abroad, to warrant such a slump 
in the Common Stock Index as took 
place since our last issue. It will 
make for clearer business judgment 
to bear in mind that a regulated 
stock market is abnormally sensi- 
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in resuming an optimistic attitude 
toward fourth quarter prospects 
were it not for the rather dubious 
outlook in such key industries as 
railroad equipment, the building 
trade, coal mining, automobiles and 
accessories. The situation in tex- 
tiles, though at present none too 





on a unit quantity basis has re- 
covered to about the 1929 peak. 
On a volume basis, our own exports 
are still off about 20%; but imports 
are running 10% ahead of that boom 
year. Although lower stock markets 
may temporarily make it more diffi- 
cult to raise new capital, rising 
wages and shorter hours are bound 
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to stimulate the mecnanization of 
industry. Machine tool orders in 
August were 41% heavier than for 
August, 1936, compared with the 
July gain of only 14%. 


The Trend of Major Industries 


STEEL—At 80% of capacity the 
country’s steel mills are operating 
at about 10% above last year’s rate; 
but new business is still somewhat 
below shipments. Part of the excess 
production is going to replenish mill 
stocks of ingots required to fill 
orders which do not represent a 
whole heat. Orders from the au- 
tomotive industry are currently for 
smaller tonnages than usual at this 
season of the year owing to uncer- 
tainties as to how the scheduled 
higher prices on 1938 models will be 
received by the public. With the 
railroads withholding orders until 
wage and freight rate decisions have 
been concluded, and with a notice- 
able slackening in building opera- 
tions, there may be some tapering 
off this autumn in the production 
of heavier shapes; but in the lighter 
products—such as sheets, tin plate 
and wire—backlogs are still so large 
that deliveries in some instances 
cannot be made for ten weeks. 
European producers are sold up on 
tin plate, and heavy export orders 
are being received here from Europe 
and South America. Consumers of 
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alloy steel have been much relieved 
by the reaffirming of contract prices 
on ferromanganese, domestic spieg- 
eleisen, ferrochrome and ferrosilicon. 
Steel scrap prices have softened 
some during the past fortnight. 


CONSTRUCTION — According 
to the National Association of Real 
Estate Boards, residential building 
this year has dropped from a re- 
covery peak of 55% of the 1926 
volume, achieved during the first 
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quarter, to 31% in July. The re- 
cession is believed to be merely an 
interlude in a long upward trend, 
occasioned by costs rising faster 
than rents. The American Appraisal 
Company places average building 
costs throughout the country in 
July at 185% of the 1913 average, 
compared with 209 at the 1929 
peak, 140 at the depression low 
during the second quarter of 1933, 
and 163 in July of 1936. Owing to 
a 13% wage increase granted last 
month to brickyard workers in the 
Hudson River Valley, prices of com- 
mon brick have been advanced by 
$1 to $12 a thousand, effective 
October 1, and $12.50 is looked for 
before the year end. Brick sales 
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have recently been running some- 
what below a year ago, compared 
with a cumulative increase of 38% 
for eight months. 


METALS — Foreign copper has 
held during the past fortnight at 
around 13%4c, but there may be 
no reduction in the domestic price 
below 14c unless business should 
slacken this autumn much more 
than now seems probable. Domes- 
tic zinc stocks are down to one 
week’s supply, and the situation 
there is still tight. The equivalent 
of nearly a week’s domestic con- 
sumption is being exported monthly, 
while imports are almost negligible. 
Mother Lode Coalition Mines, with 
their reserves of copper practically 
exhausted, will soon shut down per- 
manently. The International Tin 
Committee has decided to maintain 
the quota at 110% for the fourth 
quarter. 


RAILS — Railroad officials now 
believe that the weekly car loading 
peak this autumn will not exceed 
860,000, instead of 900,000 as esti- 
mated earlier. The reduced figure, 
if borne out by events, would seem 


to eliminate the danger of serious 
car shortages this year, and so de- 
fers the necessity of ordering much 
new equipment in the near future. 
Orders for locomotives are also being 
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held up pending action by Congress 
on the 70-car length freight train 
bill. If enacted, the new engines 
would be less powerful than recent 
designs. On the other hand, there 
are fair prospects that the recently 
enacted block-signal bill may neces- 
sitate heavier purchases of signaling 
equipment. President Roosevelt, 
while still believing that the coun- 
try’s railroads should be consoli- 
dated into one system, is of the 
opinion that they should be kept 
under private ownership as long as 
possible. 








OIL—With all due allowance for 
the circumstance that sufficient time 
has not yet elapsed for recent cur- 
tailment orders to be put into effect, 
there is no escaping the conclusion 
that the latest weekly statistics 
from the oil industry do reflect a 
considerably weakened _ statistical 
position. Crude output during the 
past fortnight averaged 22% higher 
than a year ago with Texas, where 
price wars are feared, reporting a 
30% increase. Gasoline stocks are 
15% above last year. The situation 
is aggravated by a 44% jump in 
crude imports during the past four 
weeks. Owing to competition from 
oil barges on the Great Lakes, de- 
liveries of crude during August by 
nine Eastern pipelines were 10% 
lower than in August, 1936, against 
a 14% increase for eight months. 
Of considerable longer range interest 
to the industry are estimates sub- 
mitted by Professor Ivan M. Gub- 
kin before the International Con- 
gress of Geology, held on July 21 in 
Moscow, showing that out of total 
world oil reserves amounting to 
7,075,000,000 tons, the Eastern 
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Hemisphere held 4,932,500,000, the 
Western Hemisphere 2,142,700,000, 
the U. S. A. 1,765,300,000 (proven 
deposits), and Russia 882,700,000 
tons at present under exploitation 
or being surveyed and geological 
evidence of the presence of 2,994,- 
000,000 tons. Evidently Russia will 
bear watching. 
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AUTOMOBILES—Dollar sales of 
649 dealers reporting to the Na- 
tional Automobile Dealers’ Associa- 
tion totalled $166,000,000 for the 
first half of 1937, a gain of 4.66% 
over the corresponding period of 
1936. Operating expenses, however, 
increased 11.44%; so that profits 
declined 2.28% to $5,600,000. On 
June 30, these dealers had on hand 
17,560 new cars as compared with 
18,565 a year earlier, and 29,920 
used cars against 28,080. With ma- 
terial costs about 20% higher than 
a year ago, and labor cost up even 
more, it is estimated that factory 
prices to offset these increases ought 
to be 8% to 10% 


short shut-downs for retooling this 
year, production of motor cars in 
August probably exceeded the total 
for August a year ago by 30%, and 
September output is likely to show 
at least a 100% increase. 


MERCHANDISING — while 
trade conditions vary considerably 
in different parts of the country, 
there has been a very gratifying 
pick-up in retail sales with the re- 
turn of vacationists after Labor 
Day. 

In August, department store sales 
averaged 6% ahead of the cor- 
responding period in 1936, against 
an eight months’ increase of 9%. 
The best August returns came from 
the middle third of the country be- 
tween the two principal seaboards, 
where gains over last year ran as 
high as 10%. The Boston and 
Philadelphia areas, on the other 
hand, fell slightly under a year ago. 
Chain store sales in August gained 
3.7%, against an eight months’ in- 
crease of 12%. The best showing 
was made by shoe stores, with an 
11% increase, while mail order 
houses came second with an 8% 
gain. Variety store sales fell a little 
below August of last year. Early 
September, however, has shown 
marked improvement and, except in 
luxury lines such as jewelry and 
furs, there is little evidence that 
prospects have been hurt by the 
recent stock market slump. 


UTILITIES—Electric power out- 
put maintains its lead of around 
10% over last year, and the time 
draws nearer when plants will have 
to step up their expenditures for 
additional capacity. According to 
a survey made by the Edison Elec- 
tric Institute, only 20% of farm 
homes in the U. S. which are ac- 
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cessible to electric power lines have 
not availed themselves of the ser- 
vice. Even at that there is still a 
good deal of room left for missionary 
work. 


Conclusion 


Owing mainly to shorter interrup- 
tions for retooling in the automobile 
industry this summer, and to a tem- 
porary spurt in soft coal produc- 
tion, our Index of Business Activity 
has just advanced to a new high 
for the recovery. With proper allow- 
ance for honest differences of opin- 
ion as to the autumn business out- 

look, there is ample 








higher on 1938 models 
as compared with the 
autumn level in 1936. 
Since Chrysler has 
not yet fallen in with 
the August mark-up, 
other producers are 
now hesitating about 
going still higher. 
The threat of higher 
prices, however, is at 
present stimulating 
sales, and it may be 
good tactics to keep 
the public guessing as 
long as possible. Mak- 
ers of cars in the 
higher price brackets 
are somewhat appre- 
hensive lest further 
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advances should di- ee. 
vert sales to the mak- — 


ers of cheaper cars. 
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evidence that fourth 
quarter prospects 
cannot be nearly so 
gloomy as might be 
inferred from the late 
drastic decline in 
common stock prices. 
What the slump has 
proved is the lament- 
able instability of a 
regulated stock mar- 
ket, a metamorphosis 
which tends to impair 
its usefulness as a 





° 
INDEX NUMBERS 


© 
o 


ao 
°o 


” |] dependable _ business 
60 forecaster. With the 
50 recently renewed 


Government assur- 
ance that money is to 
remain plentiful there 
should be no fear of 
another major busi- 
ness depression in the 
_j near future. 
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1936 Indexes 1937 Indexes 
Rg ED —-*- 
High Low Issues (1925 Close—100) High Low Sept.4 Sept. 11 Sept. 18 
106.0 78.4 330 COMBINED AVER. 122.0 81.2 93. 81. . 
204.6 113.4 iq 5 Asricultural Impl ts... 253.3 187.2 216.4 188.0 187.2x 
68.6 39.9 6 a. Mc eaeieas | ae 56.6 67.0 56.6x 57.3 
143.5 116.8 16 i 146.6 94.4 109.7 94.4x 95.6 
24.9 17.7 13 potent oo Mae eno hee 30.1 17.2 20.6 17.2x 17.6 
156.8 104. 8 Aviation (1997 Cl.—100).. 178.0 96.1 120.1 96.1x 101.2 
23.8 12.6 3 Baking (1926 Cl—100).. 28.5 13.5 16.5 13.5x 14.5 
500.9 318.6 2 Bots. & Cks. (32 Cl .—100) 547.0 425.5 492.2 437.9 425.5x 
262.0 202.8 3 Business Machines........ 308. 210.5 243.4 210.5x 211.2 
287.4 216.2 Riaccibcsdnesessecens 242.8 184.1 200.2 185.4 193.1 
237.1 187.5 10 Chemicals............... 247.7. 182.5 207.7 182.5x 182.5 
73.8 42.8 15 Construction............ 88.3 48.1 58.7 48.1x 49.9 
166.4 87.9 10 Copper & Brass.......... 217.3 128.5 158.8 138.9 128.5 
47.8 39.3 2 Dairy Products..... 43.0 31.6 33.7 31.6x 31.8 
41.8 23.3 10 Department Stores 42.7 28.1 32.3 28.2 28.1x 
100.1 72.8 8 Drugs & Toilet "Articies 108.8 71.0 82.8 71.0x 71.3 
441.1 227.2 2 Finance Companies...... 388.4 281.5 321.6 295.6 281.5 
70.1 60.9 7 Food Brands............ 71.9 48.0 53.2 48.0x 49.1 
56.6 41.4 4 Food Stores............. 42.7 36.6 39.6 36.6x 37.0 
103.2 65.7 3 Furniture & Floor Covering. 122.3 84.2 96.1 84.9 84,2x 
1296.9 1116. 4 Gold & Platinum Mining.. 1253.6 843.6 942.3 843.6x 875.9 
51.0 36.6 5 Investment Trusts........ 58.6 39.3 44.2 40.0 39.3x 
341.6 265.2 3 Liquor (1932 Cl—100)... 317.8 234.1 262.6 234.7 234.1x 
189.5 134.7 9 Machinery.............. 209.8 144.0 164.5 144.0x 144.7 
107.4 61.3 2 Mail Order............. 104.3 81.5 92.3 84.2 81.5 
83.9 59.4 4 Meat Packing........... 109.6 70.8 81.6 70.8x 71.6 
232.5 159.5 14 Metal Mining &Smelting.. 334.1 219.5 255.5 225.3 219.5x 
ee MRD IE koa ae ina to o9:c:950%: 26.5 17.0 21.7 17.8 17.0x 
142.8 97.2 24 na Rt & Natural Gas.. 158.8 118.1 131.6 118.4 118.1x 
96.6 67.2 18 Public Utilities.......... 14.9 66.8 76.5 66.8x 58.0 
35.4 26.7 4 Radio (1927 Cl—100).... 31.7 22.4 28.1 23.4 23.3 
00.4 52.5 9 Railroad Equipment 12.9 56.6 71.1 59.4 56.6x 
39.8 37.3 24 Railroads.......... aa 48.6 26.7 31.8 26.8 26.7x 
27.1 13.4 BN ois ooo 50665 b oc press 28.5 11.7 15.6 11.7x 12.4 
87.6 62.7 4 Shipbuilding............ 87.6 51.2 65.7 52.7 51.2 
124.5 85.2 12 Steel &lron............ 165.6 113.9 134.0 119.8 113.9x 
45.3 29.8 i MEEPS Orr ie 45.2 31.3 37.1 32.2 31.3x 
175.6 142.5 ee een 171.2 144.5 157.9 146.0 147.4 
97.4 76.6 3 Telephone &Telegraph.... 85.3 54.3 62.2 57.5 54.3x 
83.5 62.0 i. ae 91.8 60.6 69.8 60.6x 61.0 
20.9 10.6 4 Tires & Rubber.......... 29.2 18.8 22.1 19.2 18.8x 
100.2 87.2 EN. vcnstcncscvasas 99.4 80.5 83.1 80.6 80.5x 
76.2 61.0 2 Pere 71.9 29.0 36.4 29.0x 31.9 
369.2 232.5 4 Variety Stores.......... 346.8 228.3 255.2 236.7 228.3x 
x—New LOW this year. 
DAILY INDEXES OF SECURITIES 
N.Y. N. Y. Times 
Times Dow-Jones Avgs. ———50 Stocks 
40 Bonds 30 Indus. 20 Rails High Low Sales 
Monday, Sept. 6....... HOLIDAY EXCHANGE CLOSED 
Tuesday, Sept. 7....... 81.67 164.39 44.37 121.67 116.41 1,871,150 
Wednesday, Sept. 8.... 81.27 163.37 43.53 118.07 115.45 2,257,520 
Thursday, Sept. 9....... 81.49 166.36 44.66 119.87 117.33 1,411,550 
Friday Sept. 10........ 80.90 157.98 41.67 118.91 112.11 2,322,220 
Saturday, Sept.11...... 80.78 159.96 42.34 115.06 112.83 1,404,120 
Monday, Sept. 13...... 80.63 158.00 40.77 116.52 110.77 2,561,820 
Tuesday, Sept. 14...... 80.75 162.90 41.85 117.84 114.44 1,508,450 
Wednesday, Sept.15... 80.91 162.85 41.45 118.32 115.41 1,143,140 
Thursday, Sept. 16..... 81.32 164.75 43.87 119.19 116.48 892,280 
Friday, Sept. 17........ 81.29 162.15 42.72 118.46 116.60 814,050 
Saturday, Sept.18...... 81.05 157.83 41.80 115.91 114.09 703,370 





STOCK MARKET VOLUME 





7,623,110 


Total Transactions 
Year to Sept. 18 


286,666,670 


9,266,560 3,903,030 
Same Date Same Date 
1936 1935 
340,399,393 224,849,241 


Week Ended Sept. 18 Week Ended Sept. 11 Week Ended Sept. 4 








Note: 
100. (d . Dodge—37 
*23-25-100. *—000 omitted. 

Composite. Je—June. 








SEPTEMBER 25, 1937 





Ji—July. 


Latest figures compiled as of Sept. 18. (6)—1,000 Gross tons. 
—F. W. states. (f}—D 

§—Week ended Sept. 18. 
As—Ausust. 


on Age 25-27- 
un & Bradstreet. (G)—U. 


+—000,000 omitted. 


Labor Bureau. 
*—lron Age 








MONEY RATES 
Time Money (90-day). ..... 
Prime Commercial Paper... . . 
CAN UMOWIY «occ. 6 ocascceas 
Re-Discount Rate..........- 


CREDIT 
Bank Clearings, N. Y.t...... 
Bank clearings 
(outside N. Y.)T......... 
Brokers’ Loans, F. R.T....... 


Brokers’ Loans N. Y. S. E.T.. 
New Corporate FinancingT... 


COMMODITY PRICES 
Finished Steel* ¢ per Ib...... 
Pig lron* $ perton......... 
Steel Scrap* $ perton...... 
Copper, $ perlb........... 
Lead, $ per Ib. N. Y........ 
Zine, $ per lb. N. Y........ 
Wil; © PON Os Vecccsccce's 
Rubber, $ per Ib............ 
- _ (Mid-Cont.), $ per 


Phe raw, $perlb,........ 
Silk, raw, $ perlb.......... 
Wool, raw, $ per Ib......... 
Wheat, Price, Dec., $ per bu. . 
Cotton Price, Dec., $ per Ib. . 
Corn Price, Oct., $ per bu... 


KEY INDUSTRIES 
Steel Ingot Prod. (b) (tons)... 


U. S. Steel Corp. Shipments 
(tons) 


Pig Iron Production (6) (tons). 
Operating Rate, % Capacity. 
Auto Production........... 
Bldg. Contract Awards (d)*. . 
Residential Bldg. (d)*...... 
Engineering Contracts*...... 
Cotton Consumption (bales)*. 
— ~~ Orders, '26— 


Oil Prod., daily aver. (bbls.)* 
Stocks of Gasoline (bbIs.)*. . 
Elec, Pwr. Output (kwh)f.... 
Capital Goods Activity (c).. . 


TRANSPORTATION 
Co eee 
Miscellaneous Freight*...... 
Merchandise, L.C.L.*...... 


TRADE 
Dept. Store Sales '23-25— 
100% 


Mail Order Sales*......... 
Merchandise Imports*...... 
Merchandise Exports *...... 
Business Failures (F)......... 


EMPLOYMENT 


PRONE 6s cicncicasawass 
Durable Goods Industries (G) 
Consumers Goods (G)....... 
Factory Payrolls(G)......... 


Latest Previous 
ee Week 
1%4% 114% 
1% 1% 
1% 1% 
1% 1% 
$3,559 $2,690 
2,269 1,744 
1,118 1,146 
Sept.1 June 
$1,186 $1,173 
54Ag 107J1 
Latest Previous 
Week ee 
2.605 2.605 
23.25 23.25 
19.33 19.75 
14 .14 
20614 .061% 
.076 .076 
59% 58%, 
2185 219% 
27 1.27 
0340 0350 
1.86 1.81 
299-1.01 1.01 
1.03% 1.04% 
.0886 .0891 
62% 627% 
Aug. July 
4,862 4,557 
1,108 1,187 
3,606 3,499 
80.0§ 72.0 
456,775 521,139 
285,104 321,603 
73,448 81,046 
170,068 260,001 
604 583 
179.8 171.1 
Latest Previous 
Week eek 
3,642 3,693 
66,456 67,048 
2,154 2,321 
110.0 100.0 
Latest Previous 
Week ee 
711 805 
285 325 
147 172 
Aug. July 
91 94 


Year 
go 


114% 


$4,216 


2,240 
1,013 


Last 
Year 


$973 
224 


Year 
Ago 
2,159 
18.73 
16.50 
09%, 
20460 
0522% 
45 
16% 


1.17 
.0350 

1.72 
89 

1.13 
1185 
95% 


Year 
Ago 
4,195 


924 
2,712 
73.5 

451,206 
275,281 
100,522 
192,317 
574 


127.5 


Year 
Ago 
3,021 
58,874 
2,029 
80.1 


Year 
Ago 
700 
292 
149 


Year 


Aso 
86 


$69,616 $66,997 $64,470 
265,349J| 285,946Je 195,056 
267,185J| 265,363Je 180,390 


707 


July 


101.7 

99.2 
104.3 
101.2 


618 


June 


101.2 

99.0 
103.6 
102.8 


655 


Year 
Ago 
91.2 
84.6 
98.2 
80.2 











The Personal Service Department of THe Magazine or Wai Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber, use coupon elsewhere in this issue and send 
check at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





American Machine & Foundry Co. 


As a holder of 200 shares of American 
Machine & Foundry, I will be grateful for 
the latest information you have on this com- 
pany. Are you still favorably disposed 
towards it as an income-producing equity?— 
C. N. N., Detroit, Mich. 


The earnings record of American 
Machine & Foundry Co. through- 
out the depression years has been 
decidedly better than that of most 
machinery manufacturers, a profit 
having been recorded in each year, 
although below that of preceding 
years. This was made possible 
largely by the relatively  well- 
sustained volume business of the 
tobacco industry, principal outlet 
for the company’s products. Through 
control of patents, the company has 
a virtual monopoly on the cigarette 
and cigar making machinery now in 
use in this country and during re- 
cent years other types of machines 
have been developed for the print- 
ing, bread-baking and paper indus- 
tries. The concern’s dependence 
upon the tobacco industry has there- 
by been somewhat lessened, al- 
though the latter still constitutes 
the most important division from an 
earnings standpoint. Excellent prog- 
ress has been registered by the com- 
pany’s baking machinery division, 
however, while the formation of a 
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subsidiary to conduct research in 
metallurgy and related lines, holds 
good potentialities for the future. 
The company retired all bonds and 
preferred stocks some time ago and 
capitalization now consists solely of 
1,000,000 shares of common stock. 
Finances are exceptionally strong. 
As of June 30, 1937, current assets 
of $3,581,962, including cash and 
marketable securities of $982,547, 
compared with current indebtedness 
of $956,222. Since the common stock 
has sole claim upon earnings, the 
present $1 per share annual rate 
likely will be supplemented by mod- 
est extras from time to time. In the 
first half of the current year earn- 
ings equalled 59 cents a share and 
compared with 52 cents a year be- 
fore. The stable nature of the organ- 
ization’s business does not suggest 
any sharp improvement in the earn- 
ings picture. In view of the highly 
efficient machines developed by the 
company during recent years, how- 
ever, and the competitive situation 
existing in the cigarette and cigar in- 
dustries, the latter will doubtless be 


forced to adopt the most efficient 
machinery obtainable if profit mar- 
gins are to be satisfactorily main- 
tained. In view of this prospect for 
the company, we regard the stock as 
an attractive income producer, with 
appreciation possibilities from pres- 
ent reasonable quotations. 


Collins & Aikman Corp. 


I appreciate that earnings improvement 
for Collins & Aikman can probably be only 
very moderate from here, particularly that 
portion of its business which derives from 
the automobile trade. I am writing, there- 
fore, to ask if retention is indicated on shares 
bought at 2744.—D. J. C., Syracuse, N. ¥ 


In 1936 roughly 65 per cent of 
Collins & Aikman Corp.’s sales were 
accounted for by the automobile in- 
dustry, about 30 per cent by the 
furniture industry and the remain- 
ing 5 per cent by the cloak and suit 
trades. The company is said to sup- 
ply about 70 per cent of the pile 
fabric used by automobile manufac- 
turers. Whether automobile produc- 
tion will continue to gain in face of 
higher prices, stricter installment 
terms and other factors is uncer- 
tain. In the eight years previous to 
1936 the company was engaged in 
what was known as a “low margin 
field.’ In those years, common 
share earnings never exceeded $1.85 
and even dipped as low as a deficit 
of $1.71 per share. Sensational 
progress was recorded in the last 
two fiscal years, however—for the 
year ended February 27, 1937, $8.16 
per share, after preferred require- 
ments, compared with $6.28 per 

(Please turn to page 744) 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 





When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 
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PROFIT FULLY Through The 
Coming Market Advance 


.-- by following FORECAST SERVICE 


HE market is now over-sold with the most profit- 

able opportunities since April, 1936 temporarily 
available. A strong technical base is being established 
which should lead to a sharp and sustained advance 
throughout the balance of this year and early next 
year. Over the coming months, substantial profits 
will be obtained through our definite and continuous 


advices. 


Numerous profits for short term and long range com- 
mitments will be created by changing conditions . . . 
fiscal and political moves of the Administration, the 
effect of taxation and higher costs on business prefits, 
talk of inflation and deflation, international entangle- 
ments, etc. These developments emphasize the need 
of reliable counsel . the type of service which 


the Forecast is equipped to provide. 





Stock averages are lower than last 


Now is the time to make judicious 


year, although corporate profits are ene LOSSES switches in your portfolio and to buy 
25% higher and a full seasonal pick- Pre mn Ss email at undervalued securities where earn- 


up in business is indicated this fall. 
That many bargain situations prevail 
is disclosed by our analysis of indus- 
trial and economic conditions as com- 
pared with current security prices. 
Our technicians are always alert to 


uncover securities which will bring 





profits to Forecast subscribers. 


Act now, by switching or 
averaging. Losses taken now 
may be charged against 
profits taken earlier this 
year to reduce income tax. 


With your Forecast enroll- 
ment, send us a list of your 
security holdings for our 
analysis and advice. At all 
times, you will be welcome 
to extensive consultation. 


ings point to year-end extra dividends. 
You must, however, select companies 
not confronted with labor troubles 
whose profit margins should be main- 
tained in spite of higher costs and 
taxes. After thorough research, sev- 


eral such stocks have just been un- 





covered by our analysts. 





To cite one illustration: Prices of representative 
stocks in a leading industry have sold down to the 
point where they discount a reduction of operations 
to 60% of capacity. This volume at present is 80% 
with the trend well above last year. Selected issues 
in this group are decidedly undervalued and should 


rebound sharply in the near future. 


FREE 





To participate in our current short-term recommenda- 
tions—Trading Advices, Bargain Indicator and Unusual 
Opportunities—which hold outstanding profit possi- 
bilities, mail the coupon below with your remittance 
and telegraph us collect: “Subscription in mail. 
MY cvesiess  pabenew etckes advices.” Our reply will 


enable you to take an advantageous position at once. 





THE INVESTMENT AND BUSINESS FORECAST 





Service 
to 


November I 
e 


FREE AIR MAIL 
SERVICE 


(] Check here if you 
wish Air Mail and it 
will expedite delivery 
of our weekly and spe- 
cial bulletins. This ser- 
vice is provided FREE 
in such cases in United 
States and Canada. 
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of The Magazine of Wall Street 


90 BROAD STREET CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 


I enclose $75 to cover my six months’ test subscription to The Investment and Business Forecast with ser- 
vice starting at once but dating from November 1. I understand that regardless of the telegrams I select. 
I will receive the complete service by mail. ($125 will cover an entire year’s subscription.) 


Send me collect telegrams on all recommendations checked below. (Wires will be sent you in our Private 
Code after our Code Book has had time to reach you.) 
[] TRADING 


Active common stocks for near-term profit. Two or three wires a month. 
Three to five stocks carried at a time. $1,500 capital sufficient to buy 10 


ADVICES 
shares of all recommendations on over 60% margin. 
CJ UNUSUAL Low-priced common stocks for market appreciation. Two or three wires a 
OPPORTUNITIES month. Three to five stocks carried at a time. $750 capital sufficient to buy 
10 shares of all recommendations on over 60% margin. 
CT BARGAIN Dividend-paying common stocks for profit and income. One or two wires a 
INDICATOR month, Three to five stocks carried at a time. $1,500 sufficient to buy 10 
shares of all recommendations on over 60% margin. 
NAM ccc ccccccccccceseccccecvesesceveseocose CAPITAL OR EQUITY AVAILABLE.............++ 
fs PET erETTTTeTETEreTrrrerrerrrirreerereeeere ee 
ee Terr. Par errr re ee eee eee ee DEAT 60.0 co ccc enc teceseneeneteces ese Sept. 25 


Include a Complete List of Your Present Holdings for Our Analysis and Recommendations 


73? 








You insure 
your fi be 
don t yous 


WHY NOT YOUR STOCKS? 


Puts and Calls 
Limit Your Loss 


@ Explanatory booklet on request. 


HERBERT FILER 


Established 1919 
25 B'way N. Y. C. WOrth 2-2030 

















STOCKS—BONDS 
COMMODITIES 


Folder “M” explaining margin 
ments, commission charges and 
units furnished on request. 


Cash or Margin Accounts 
in Full or Odd Lots 


Inquiries Invited 


J. A. Acosta & Co. 


Members pad York Stock ag ae 
N. Y. Curb Exchange (Assoc.) 
New York Cotton oun 
New York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
Chicago Board of Trade 
Commodity Exchange, Inc. 

New York Cocoa Exchange 


60 Beaver St. New York 
BOwling Green 9-2380 


require- 
trading 











10 Dividend Paying 


Common Stocks 
Yielding Over 7% 
Based on 1936 Dividends 


Write for Information 


DBunscombe & Co. 


Members New York Stock Exchange 


60 Broad Street New York 















“Call Sor 
PHILIP MORRIS” 


New York, N. Y. 
September 15, 1937 


Philip Morris & Co., Led., inc. 


A dividend of 75¢ per share has been 
declared on the Capital Stock, payable 
October 15, 1937, to Stockholders of 
record, October 1. 1937 

L. G. HANSON, Treasurer. 


WELLL LLL LLAMA Adhd ddd 


UNITED CARBON COMPANY 
DIVIDEND NOTICE 


There have been declared the regular quarter- 
ly dividend of $1.00 per share and an extra 
dividend of 50 cents per share on the Common 
Stock of said Company, both payable October 





ES A 








1, 1937, to stockholders of record at three 
o'clock P. M. September 15, 1937. 

C. H. McHenry, Secretary. 
740 











































e 
Rails 
1935 1936 1937 
A High Low High Low High Low 
KL ae kabasne sae hoa nesae es 60 35%, 88, 59 944%, 56%, 
Atentic: ee ON Sas 371% 1912 49 215, 551% 33 
B 
eee 18 Te 2614 15% 4014 172 
Bangor & Aroostook................. 4912 364, 491 39 45 38 
Conntlan Pacile. ... ccc ss ccc cece 13% 85 16 104%, 171 9, 
Chesapeake & Ohio.................. 53% 37h 1T%, 51 687 42 
Chicago Gt. Western Pid... 5% «| «1% =o 418i Sp 
C. M, & St. Paul & Pacific. . 3 %, 2h 1% 3% 1% 
C. M, & St. Paul & Pacific P’ : 44%, Is, 5) 2% 1%, 2 
Chicago & North Western... ... 5% 1 4 2% $p “a 
Chicago, Rock Is. & Pacific............ 2% ls 3 1% 3% 1% 
D 
Delaware & Hudson.................. 431% 314 54%, 36%, 5834 3 
Delaware, Lack. & West.............. 191, 1 231% 1444 241% 101% 
E 
DM ps hacekaianesccesssersoaeee 14 7% 181%, 11 235% 9% 
Great Northern Pid? Ee eakektheeeeweane 351% 9% 4644 32%, 56% 37 
ETT REET EEE 221%, 914 2914 185 38 151% 
K 
Kansas City Southern................. 1414 3% 26 13 29 10 
MNO. ca6 ono boss che ecicsse 11} 5 22 8% 2454 9% 
Louisville & Nashville................ 645%, 34 102% S72 99 70 
Mo., Kansas & Texas 6% 3% 9 51 9 4 
Mo.. ., Kansas & Texas Pfd., A.. a i, 5 33 14} 3448 15 
UENO UNI niin os cenccccsscces 3 1 a 21 6% 2%, 
New York ee TL EGkeecaneeasee 29%, 121%, 4952 27%, 55% 25% 
ee Oe eS eee 19 6 53% 17% 7 31 
N. Y., N. H. & Te eee HA 2% oh 3 rd 3 
oS Aaa 25%, 13% 36%, 23% 36 18% 
IER baecsck Sosnnscubaaeeus 321% 171%, 45 28%, 50% 301% 
R 
DME GhipGscasinsws veavesssrseus 431 297% 50%, 35% 47 28%, 
Ss 
ere a ly 3 11 4, 1 
BOMNGIR FACIE. . 22.20 csccceccccves 25% 12% 47% 23 65 291 
Southern Railway.................0-- 1614 Sh“ C«*dRSA(Cié‘“‘w GIRS‘ 
T 
NIE. a cc ackSadcesssdenas 281% 14 49 28 541%, 301% 
U 
RED cane ccosesabo cess bor 111% 8214 14934 10814 1483, 102 
Ww 
ee eee tree 101g 514 1212 Bl, 1134 6 
SS ee ee 3% 1% 4 1% 4%, 1% 
a om 
Industrials and Miscellaneous 
1935 1936 1937 
A High Low High Low High Lew 
Adams-Millis 37% 28 35% 17% 2856 22 
Air Reduction. fenipn cats 86) 58 80, pt 
Alaska Juneau....... 201% 13% 17) 13 15 9 
Allegheny Steel........ 32 21 267% 45% 25 
Allied — EDIE S isn as nckeeon > 173 125 245 7 ei 4 200 
Se rrr 9 3% 20% 6% 21 135, 
Allis Sa med a. 7 ee 33% 12 r++ 44 83%, 53) 
Alpha Portland Cement............... 223, 14 33% 19%, 39 173 
ioc eccesecesuh bee sen0s e000 80 4814 135A 75 114 71% 
Amer. Agric. Chemical (Del.)......... 57 434 49 101 78 
American Bank Note............-.... 47 13} $53 36 41 20 
Amer. Brake Shoe & Fdy............. 42 21 70 40 803, 45 
1 eee 149%, 110 137% 110 121 9014 
Fe ee rrrrere 33 10 60 30 71 32 
American & Foreign Power............ 9 2 9 61% 1334 44, 
Amer. Power & Light................ 9% 114 14 71 16} 7 
ee OS | eee 251 101 27 18%, 29 15% 
PRN, MIN INS oo .0'5 10 5 3.40 5:9:05:0-0:80 32 15 37 23% 45% 311% 
Amer. Smelting & Refining. . . 64 31 4 103 56%, 105% 77 
Amer. Steel Foundries... 25% 12 64 201% 73% 32 
Amer. Tel. & Tel........ 16014 98% 190%, 149% 187 157 
es oe nccesnnanscwewees 107 74%, 104 88} 99%, 74) 
Amer. Water Works & Elec........... 22%, 7 i, 2735/4 191 29% 14 
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financial fields has at- 
tracted an audience of high 
purchasing power pros- 
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25 1% 
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52% 381g 
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24%, 6 
141, 9%, 
104% 5 
25 171% 
29% 16% 
601 0 
49/2 7 
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Taxing the Tick of the Ticker 
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dends, to those with smaller or no 
present earnings but with greater 
future possibilities for appreciation 
in value surely must have its attrac- 
tions to men so situated. Invest- 
ments in unimproved real estate 
with no present income but deduct- 
ible real estate taxes and expenses 
must also have their appeal. Indeed, 
it is strongly suspected that some 
recent investments in “old masters” 
have not been entirely motivated by 
a love of art. 

Quite likely an additional impor- 
tant factor accounting for the failure 
of revenue is that no one really 
knew how much of the increased 
dividends would land in the laps of 
small stockholders, paying little, if 
any, tax due to low bracket income 
and personal exemptions. Nor was 
there in existence accurate informa- 
tion regarding the extent to which 
such dividends would be received by 
tax free institutions, or by foreigners 








who were freed from the surtax by 
the 1936 Revenue Act. 

So much then for the stockholder 
side of the picture. Looking at it 
now from the corporation’s view- 
point. 

The business policies of many of 
our corporations have undergone 
some queer gymnastics in the strug- 
gle with the undistributed profits 
tax goblin. The avalanche of un- 
natural paper dividends, stock rights 
and whatnots emanating from cor- 
porate directors’ rooms at the close 
of the last tax year gives ample 
testimony to the artificiality of the 
Whole business. In addition, cor- 
porate advertising policies, repair 
and maintenance policies, etc., have 
undoubtedly been influenced by the 
same factor. 

Financially, the tax has been par- 
ticularly vicious in its effect upon 
the medium size corporation. One 
that is too large to deal with its 
stockholders as it would with part- 
ners, but yet too small to obtain 
additional capital in the open mar- 
ket. The small, closely held family 
corporation has, naturally, been bet- 
ter able to work out arrangements 
with its stockholders for the imme- 
diate reinvestment of distributed 
funds needed in the business. On 
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SOLD .. . in one morning 
... by telephone 


From Bridgeport, Conn., executives of the General 
Electric Company addressed distributors’ meetings 
at 72 distant points. Using 7 telephone conference 
hook-ups, they talked with as many as 12 different 
groups at once. At the end of three hours, orders had 
been booked for 15,000 washing machines, valued at 
retail for more than $1,000,000. 

How else than by using Bell System service could 
such results be obtained so quickly, so economically? 
Have you tried conference telephone service? 
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the other hand, the very large cor- 
poration, amply financed and with a 
good investor following, has been 
able, at least during good market 
periods, to replace dividend distribu- 
tions with proceeds from the sale of 
additional stock or bonds. 

Then, of course, there is no escap- 
ing the obvious result of distributing 
all profits, in that reserves of cor- 
porations large and small have been 
impaired. Unless a company was 
willing to pay a heavy tax in order 
to withhold a part of its profits, or 
resort to dilution of stockholders’ 
equity by the issuance of more 
stock, those reserves which would 


customarily serve as backlogs in ad- 
verse times have been reduced. No 
one can accurately gauge the mass 
effect of this situation until the next 
prolonged period of business decline. 
At least this much is encourag- 
ing. The existence of serious short- 
comings in our income tax laws are 
quite generally recognized. Right 
now, a number of congressional com- 
mittees and other governmental 
agencies are working on their re- 
vision. A complete overhauling of 
the entire federal tax system seems 
to be in the wind. But, is it possible 
that in the process the tick of the 
ticker will come in for taxation? 


743 








Answers to Inquiries 





(Continued from page 738) 


share in the previous year. These 
earnings reflect favorable conditions 
ip the automotive industry as well 
as renewed demand from the furni- 
ture trade. The principal raw ma- 
terials used are cotton and mohair, 
both unavoidably speculative. In- 
creased wages, fluctuating raw mate- 
rial prices and generally increased 
operating expenses are factors which 
tend to restrict earnings improve- 
ment. However, the first quarter of 
the present fiscal year showed a 
slight gain in net income with $2.09 
earned per common share against 
$1.96 a year earlier. Dividends 
aggregating $4 per share have been 
paid to date this year. The finances 
of the company as of February 27, 
1937, were satisfactory, with ade- 
quate cash and working capital re- 
maining after purchase of over 
$1,000,000 in preferred stock, pay- 
ment of dividends and substantially 
more funds in inventories. In view 
of the well-established trade posi- 
tion of the company and its financial 
soundness we are of the opinion 
that retention of your holdings at 
these levels is the most advantageous 
course to pursue. 


Hiram Walker-Gooderham & 
Worts, Ltd. 


In view of reports estimating that Hiram 
Walker-Gooderham & Worts, Ltd., may earn 
as much as $8 this year, don’t you think the 
stock should be selling considerably higher? 
Aren’t substantial dividend increases or ex- 
tras in prospect?—E. P. G., Los Angeles, 
Calif. 


Hiram Walker-Gooderham & 
Worts, Ltd., has long occupied a 
leading position in the Canadian 
and, in recent years, the domestic 
liquor industries. The company’s 
products enjoy wide public appeal 
and are well diversified as to type 
and price range. Domestic opera- 
tions compare favorably with the 
industry as a whole, while the low- 
ering of the United States tariff on 
Canadian liquor importations has 
proven beneficial to the organiza- 
tion. Despite keen competition in 
the trade, the company was able to 
make a favorable showing for the 
nine months ended May 31, 1937, 
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when net income of $5,187,232, equal 
to $6.69 a share on the common 
stock, after preferred requirements, 
compared with $3,661,875, or $5.02 
a share on a smaller number of com- 
mon shares a year before. In view 
of these indicated earnings, it would 
not be surprising if results for the 
fiscal year ended August 31, 1937, 
equalled the $8 a share which you 
mention, and since finances are in 
good shape an increase in the $2 
annual dividend rate probably is in 
the offing. Even on the basis of the 
present $2 rate, the stock at cur- 
rent prices yields better than 44% 
per cent and the possibility of an in- 
crease in distributions would seem to 
lend a definite attraction to the 
stock. In connection with the re- 
funding of bank loans, the company 
marketed in 1936 an issue of $8,000,- 
000 in 414 per cent convertible de- 
bentures, $2,000,000 of which was 
called for retirement December 1, 
1936. Additional conversions are 
understood to have reduced the 
amount of the issue outstanding to 
less than $4,000,000. The conversion 
rate is currently $55 a share. In 
addition to these bonds, there are 
460,818 shares of $1 preference stock, 
preceding the 724,000 shares of com- 
mon outstanding at the date of the 
latest report. The company during 
recent years has been building up 
inventories with the result that the 
percentage of aged whiskies is steadi- 
ly growing. Profit margins on such 
whiskies are higher than on the 
green or blended types, and since 
price reductions probably would 
stimulate sales, we look for relatively 
well-sustained earning power. In 
view of the fact that the stock cur- 
rently is selling only about five times 
indicated earnings, we feel that the 
shares offer quite definite appeal. 


Continental Can Co., Inc. 


I have 100 shares of Continental Can I 
purchased at 83—considerably above pres- 
ent levels. I am undecided about the wis- 
dom of continuing to hold this stock, and 
anything you can tell me about it will be 
appreciated —M. B., Lynn, Mass. 


The report of Continental Can Co., 
Inc., for the year to June 30, 1937, 
revealed earnings of $3.25 a share, 
compared with $3.74 a share for the 
preceding year. However, refunds 
to customers, as a result of lower 
price schedules, amounting to rough- 
ly $2,500,000 in 1936, more than 
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account for the apparent decline in 
earnings from the preceding year, 
General line can business is said to 
be running ahead of 1936 and with 
a larger vegetable pack indicated for 
the current year, prospects are dis- 
tinctly favorable. The demand for 
industrial and specialty containers 
is also understood to be holding up 
well, while the price situation is 
satisfactory. The company has built 
up large tinplate inventories through 
bank loans and in this connection 
it plans to market shortly 200,000 
shares of $4.50 cumulative preferred. 
Current bank indebtedness is to be 
retired with the proceeds resulting 
from the proposed preferred stock 
issue. Assuming the consummation 
of the deal, the company will be ina 
comfortable financial condition with 
sufficient working capital for all 
ordinary requirements. In consid- 
eration of the favorable prospects 
earningswise, regular distributions 
on the common of $3 annually 
probably will be supplemented by 
extras from time to time. The yield 
on the stock at existing quotations 
of around 50 is 6 per cent, based on 
the regular rate, which is most lib- 
eral for a stock of this caliber. All 
in all, we favor further retention of 
your holdings, believing that any 
improvement in the general market 
situation will find the subject issue 
selling at much better levels. 


International Harvester Co. 


Do you believe the excellent showing In- 
ternational Harvester is making is ade- 
quately reflected in current prices? Would 
you advise me to add to my present invest- 
ment on the current recession?—W. A,, 
Duluth, Minn. 


Share earnings ratio to market 
price of International Harvester Co. 
would not be cited in an attempt to 
prove the issue cheap at existing 
price levels. The issue is entitled to 
command a premium in the market, 
however, because it represents a con- 
cern outstanding in its trade posi- 
tion, outstanding in its record in 
past years, and outstanding in its 
financial strength. Moreover, if the 
rate of increase in earning power is 
to be considered a factor in deter- 
mining fair price levels in the shares, 
then this issue is not greatly over- 
priced on that basis; and finally, if 
the future prospects are taken into 
account, and they form a most im- 
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portant element in the market price, 
then we could regard these shares as 
attractively priced and would be in- 
cined to endorse your program in- 
yolving acquisition of additional 
holdings while they may be avail- 
able around current price levels. 
The company is by far the most 
important in its field, manufacturing 
not only an extensive line of farm 
machinery, equipment and miscel- 
laneous supplies, but activities have 
been extended to include motor 
trucks, tractors both for farm and 
industrial use, industrial machinery 
and Diesel engines. For the fiscal 
ten months’ period (fiscal date 
changed) ending October 31, 1936, 
Harvester reported share earnings at 
$5.89, up substantially from earn- 
ings reported in the preceding full 
year period. Although no detailed 
or official interim reports are issued, 
there is a basis for the opinion that 
earnings for the current fiscal year 
to end this October, when reported, 
will show a sizable improvement 
over those quoted above. This issue 
should be included among those 
truly representative of American in- 
dustry, and we are optimistic on the 
prospect for the future. 


International Business Machines 
Corp. 


Will you please give me your views on the 
recent weakness in International Business 
Machines? I had thought this would hold 
up better in a weak market. Is this due to 
the uncertainties abroad and the company’s 
operation there?—F. E. McK., Sacramento, 


Cal. 


Undoubtedly the uncertainties 
abroad, and at least to some ex- 
tent, the possibility of adverse 
developments in this country, are 
factors responsible for the decline 
marketwise in the shares of Interna- 
tional Business Machines Corp. In 
that respect, however, this issue is 
not greatly different from any other 
stocks on the Exchange. In other 
words the factors which have been 
responsible for the decline in this 
issue are identical we believe, with 
those accountable for the reaction 
throughout the entire list. We find 
no adverse factors peculiar to this 
concern either in the record over the 
longer term, in the recent past or 
indeed so far as the outlook for the 
future is concerned. Earnings are 
being well maintained, results for 
the first part of this year exceeding 
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those recorded for the first part of 
last year, although in that year earn- 
ing equivalent to $10.22 a share, 
“IMN” came within the striking dis- 
tance of the old time peak pre-de- 
pression level of the earnings record. 
We sense the thought in your ques- 
tion that, since International Busi- 
ness Machines is largely considered 
one of the more conservative com- 
mon stock commitments, it should 
for that reason be less susceptible 
to price changes in the market. We 
believe the point is well taken, but 
we also believe that markets cur- 
rently are different than those for- 
merly unregulated or “free” mar- 
kets. Rigid regulations have created 
such “thin” markets that price 
changes are rather violent even in 
good issues, during periods of gen- 
eral reaction. 


R. H. Macy & Co. 


Please advise one who bought R. H. Macy 
at 45, and saw it sell up to 58, and then back 
down to where it was bought. Do you think 
it can soon return to its high? Do you ad- 
vise holding it?—R. C. B., New York, N. Y. 


Much will depend upon general 
market conditions, so far as the time 
factor in the market action of the 
shares of R. H. Macy are concerned. 
We do advise holding, nevertheless, 
if you are willing to carry your posi- 
tion over the longer term. To be 
said in favor of a recovery market- 
wise in the shares, it should be stated 
that currently the quotations are not 
unreasonable on the basis of actual 
earning power recently recorded, 
and on the basis of the record over 
a long period in past years. It is 
also worth noting that, among de- 
partment store organizations, this 
company is regarded as an outstand- 


ing one, and the shares command 
respect marketwise by virtue of this 
position as well as by reason of the 
outstanding financial strength of the 
corporation which they represent. 
Obviously, public prosperity is a 
most vital factor in considering the 
possibilities for the stock in the fu- 
ture, but barring unexpected de- 
velopments which would have an 
adverse effect on public purchasing 
power, we find this prospect quite 
satisfactory. In past years, the man- 
agement of this department store, 
recognizing the advantages of geo- 
graphical diversification, acquired L. 
Bamberger & Co., Newark, N. J., the 
largest department store in Newark, 
Davidson Paxton in Atlanta, and 
La Salle Koch Co. in Toledo. The 
history of the company is excep- 
tional for innovations which have 
proved highly successful. Latest 
among these is the introduction of 
“Macy Private Brands” in other 
stores, a program which is expected 
to be extended considerably from 
the initial effort in Wilkes-Barre, 
Pa. This has been reported entirely 
successful and an extension of this 
idea may open new avenues for in- 
creased sales in the future. These 
are the considerations upon which 
we base an optimistic attitude to- 
ward these shares. 


American Radiator & Standard 
Sanitary Corp. 


Do you look favorably upon American 
Radiator and Standard Sanitary’s common 
stock for short and long term holding? I 
have 200 shares averaging 2i4. — F. E., 
Phila., Pa. 


American Radiator is the leading 
heating and plumbing manufacturing 
organization in this country, with 
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subsidiaries also in Canada and the 
important European countries. In- 
corporated in 1929, the present com- 
pany has contended with abnormal- 
ly low building activity and surplus 
plant facilities for a period of years. 
Losses in 1982 and 1933 and earn- 
ings of 11 cents per share in 1934 
and 25 cents per share in 1935 are 
indications of the low state of build- 
ing activity prevailing during the 
depression. Gains in residential con- 
struction principally, enabled the 
company to increase earnings to 70 
cents per share in 1936. Estimates 
of current year’s earnings are placed 
in the neighborhood of $1 per com- 
mon share. The common stock is 
preceded by approximately $11,500,- 
000 in funded indebtedness and $10,- 
500,000 in preferred and subsidiary 
preferred stocks. The company has 
maintained a consistently strong 
financial position although increas- 
ing business has contributed to a 
substantial increase in notes pay- 
able. American Radiator’s products 
not only include heating and plumb- 
ing lines, but also lubricating de- 
vices, valves, blowers, pumps, air- 
conditioning apparatus, metal win- 
dows, gas appliances, castings and 
other items. Although the longer 
term outlook for the building in- 
dustry is regarded as favorable, in- 
termediate uncertainties and higher 
costs have tended to slow up con- 
struction gains. Under disturbed 
international conditions, the con- 
tributions of the foreign subsidiaries 
are subject to qualifications. Tem- 
porarily retarded, these shares never- 
theless have longer term possibili- 
ties and we advise speculative re- 
tention for the pull. 


Beatrice Creamery Co. 


Can you advise me why Beatrice Cream- 
ery continues at present low levels in the 
face of great earnings gains? Is this due 
solely to the state of the market? Is sub- 
stantial improvement in order?—L. T. G., 


Chicago, Iil. 


Beatrice Creamery Co. reported 
earnings equivalent to 34 cents per 
common share, after preferred re- 
quirements, in the three months 
ending May 31, 1937, against a defi- 
cit of 9 cents per share in the cor- 
responding quarter in 1936. In the 
fiscal year ended February 28, 1937, 
earnings were reported at $2.49 per 
common share against 41 cents per 
share in the previous year. The 
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financial statements are character- 
ized by abundant working capital 
and cash. The former 7 per cent 
preferred stock was replaced in the 
latter part of 1936 by a 5 per cent 
preferred issue resulting in dividend 
savings equivalent to 50 cents per 
common share. Lower market quo- 
tations for the common stock re- 
cently reflect the state of the cur- 
rent market and not extraordinary 
problems in the industry. This com- 
pany, which is the third largest unit 
in the dairy products field, manu- 
factures butter, ice cream, condensed 
milk, buttermilk, dried milk; oper- 
ates cold storage plants and deals in 
milk and eggs. Profit margins on 
such products have been very nar- 
row and any increase in earnings is 
dependent on expansion in sales vol- 
ume. It appears that this company 
has not developed by-products to 
such extent as its competitors have. 
In order to develop its earnings pos- 
sibilities, the company needs a rela- 
tively firm or rising price structure. 
Ice cream is one of the better profit 
producers, but weather conditions 
have an important bearing on sales. 
The cold storage and produce divi- 
sions have been laggards. With well 
distributed earning power now in 
evidence, the outlook for the com- 
pany relative to the average busi- 
ness enterprise appears to be stable. 
The common stock should be re- 
tained, in our opinion because of 
dividend prospects rather than be- 
cause of speculative market possi- 
bilities. 





Fuels for Industry 





(Continued from page 713) 


significant: “Work of this type can 
be effective only when there is 
steadfast purpose and uninterrupted 
financial support, conditions which 
are often best found in the research 
organizations of private enterprise.” 
But a postscript sentence gives this 
to the “socializers”: “At the same 
time fundamental research should 
be strengthened under academic and 
governmental auspices.” Some hope 
for deserted areas, abandoned towns 
and renewed opportunities is to be 
found in the rejuvenation that will 
follow scientific exploration. 

While exploration may not now 
be of much general practical impor- 
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tance in respect of coal, the techno- 
logical development of machines to 
reduce hand labor and the improve. 
ment of methods of utilization are 
important. The use of open cut or 
stripping methods in the recovery 
of coal are expanding at the ex- 
pense of underground mining. In 
the long run, however, underground 
mining will come back. Mechanical 
devices for all phases of under- 
ground coal-mining are being mul- 
tiplied and improved. The percent- 
age of coal cut by machines and 
also that loaded by machines is 
rapidly increasing. The displace 
ment of labor in coal recovery (al- 
though employment tends to gain 
in the extraction of petroleum) 
causes grave social consequences— 
stranded industry, etc. The long- 
run effects of mechanization are ap- 
plauded as clearly favorable to the 
working miner, but that is no great 
consolation to the miner who no 
longer mines. 

While there are great strides in 
the progress of economical use of 
petroleum and coal, business men 
and scientists are not neglecting the 
pursuit of further improvements in 
those fields—nor are they neglecting 
sources hitherto little used. Motor 
fuel and lubricants may be derived 
from coal and oil shale. When civ- 
ilization is willing to pay the price, 
now known techniques will deliver 
plenty of fuel from the shales to 
“dispel the bogey of a breakdown 
of civilization through the failure 
of the petroleum supply.” 

A slow development of low tem- 
perature coke plants is giving a half 
to two-thirds of a barrel of liquid 
oil per ton of coal. 

The cost factor inclines the sci- 
entist to view with skepticism the 
popular belief that coal can be 
practically liquefied, combined with 
hydrogen and made to yield any 
desired type of liquid oil. Actually, 
although it is a quarter of a cen- 
tury since the first announcement 
that coal could be liquefied and com- 
bined with hydrogen to produce de- 
sirable liquid hydro-carbons, there 
is virtually no important commer- 
cial utilization of hydrogenation. 

The scientists do not seem to wax 
very enthusiastic about alcohol as 
an internal combustion fuel. “Ex- 
perience,” says the report of the 
Technological Committee, “indicates 
that reliance on industrial alcohol 
produced by methods now preva- 
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Let’s say you sell boats... 


There are just two things a prospect for a 
boat salesman has to have in a handy place. 


Water—and surplus money. 


There are millions of people who have the first 
requisite. (See any geography.) Those having 
the latter are comparatively few and far be- 
tween. (See latest Government statement of 


income tax returns. ) 


But concentrated here in LUXURY CITY, 
THE MacazrinE oF WALL STREET market, 


are 50,000 readers, all with surplus money. 


They read THe Macazine oF WALL STREET 
themselves to get accurate information on 
business, political and financial trends. They 
rely on THE MAGAziNE OF WALL STREET to 


learn how best they can utilize their surplus 


money. 


It need not necessarily be boats that you're 
selling—it might be liquor, jewelry, cars, travel 
or any one of a number of products. You'll 


find an able-to-buy market for it here. 


In fact, you'll blanket the surplus money mar- 


ket if you run your next schedule in— 


AGALINE 
(WALLSTREET 


amd BUSINESS ANALYST 


90 Broad Street New York, N. Y. 


.... blankets the Surplus Money Market 
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lent in European countries, would 
increase the cost of motor fuel by 
300 to 1,000 per cent.” 

The Committee shows little inter- 
est in the “gasogene,” which is a 
gadget designed to produce engine 
gas from woody or coaly material 
and feed it to the automobile as it 
runs. The Committee thinks that 
such appliances may justify them- 
selves in regions where cost of gaso- 
line is great and cost of wood or 
charcoal or lignite is low; but it sees 
no chance of any possibility of their 
general adoption. There is no dis- 
position to corner the earth’s inter- 
nal heat; and wind is not highly 
rated as an industrial power source. 

The Committee’s general conclu- 
sion regarding petroleum substi- 
tutes is that there will be no great 
industrial development of them in 
this country during the next 10 
years. Increased cost is the reason 
why. 

The improvement and extension 
of pipe lines for the transport of oil 
and gas will continue greatly to fa- 
cilitate the utilization of those prod- 
ucts and the polymerization process 
(reversing that of cracking) permits 
further utilization of raw materials 
that previously were either wasted 
or burned under boilers. 

Aside from fuels, falling water is 
the main source of energy for me- 
chanical power production. 

Of course, the sun is the principal 
source of all earthly energy, but 
there is nothing to encourage the 
hope that the sun’s rays can be util- 
ized directly to any appreciable ex- 
tent. Neither can much be expected 
of hydro-electric power which seems 
so to fascinate many of our political 
scientists. Wood is not looked upon 
as a significant source of power. 


Modern civilization is the civili- 
zation of power and the machine. 
That means, as far as we know now, 
that civilization depends on the 
fuels that store the primal solar 
energy. The sun takes care of us 
from day to day, but the fuels, so 
to speak, make the sun’s past avail- 
able for human usage. Take away 
our fuels and you would take away 
civilization and all its works and 
destroy all but a small part of the 
world’s two billion people. Theo- 
retically, the fuels may be exhausted 
or practically exhausted one day, 
and an interesting, if alarming, spec- 
ulation may become a terrifying 
personal reality. In the meantime, 
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however, the problem of the fuels 
is mainly one for business and na- 
tional economy. 

There is still a big, undeveloped, 
and unexplored field ahead of the 
primary and secondary fuel indus- 
tries and many alluring fields of 
secondary utilization are attracting 
business. The parent Standard Oil 
Company, for example, is now un- 
dertaking to heat the houses of the 
masses; and through direct or in- 
direct use of the fuels, industry is 
providing a multitude of services 
and employments. Ever greater is 
the demand for mechanical slaves. 
The growing trend toward socializa- 
tion may some day attract the 
grasping hands of government own- 
ership and operation, but in the 
meantime human aspiration and 
imagination will find in the field of 
the fuels a vast and alluring field 
for the application of capital and 
the genius and arts of individualism. 





Mack Trucks, Inc. 





(Continued from page 725) 


line was largely responsible for rais- 
ing sales volume materially above 
the company’s pay-point. Operat- 
ing income last year, before, mainte- 
nance, repairs and depreciation, 
amounted to $3,223,188, or better 
than 10 per cent of sales. In the 
previous year, operating income was 
less than 3 per cent of sales and in 
1934 it was less than 6 per cent. The 
effect upon net income last year was 
even more impressive, the figure of 
$1,440,850, comparing with a loss of 
nearly $400,000 in 1935 and net in- 
come of $17,134 in 1934. Surely on 
the basis of last year’s results, at 
least the judgment of the manage- 
ment has been fully vindicated. 

As a means of enlarging volume 
and increasing manufacturing effi- 
ciency through lower overhead par- 
ticularly in the company’s seventy- 
one sales and service branches, the 
junior line is a factor of importance 
in the company’s outlook. Yet pri- 
marily, Mack Trucks remains a 
manufacturer of heavy duty trucks 
and buses and ‘ts prospects over 
the next severai vears must be 
judged accordingly. In the five-year 
period ended 1929, the company 
averaged $9.58 a share annually on 
its common stock. To restore earn- 


ing power to anything approaching 
this former level, the company yj] 
require the benefit of wide scale de. 
mand for heavy trucking units. 

The potential demand for heavy 
trucks is undoubtedly large today, 
Replacements needs alone would 
probably exceed the total produc. 
tion of heavy trucks over the past 
several years. Many large munici- 
palities are in need of new and up. 
to-date mobile equipment and fire 
apparatus, which is also a part of 
Mack’s line. 

Local and long distance truck. 
ing of freight and merchandise 
continues to expand, suggesting that 
both the railroads, which now have 
a sizable interest in trucking opera- 
tions, and independent operators 
will require additional facilities. Bus 
transportation, cross-country, inter- 
urban and urban, has recorded a 
steady growth and throughout the 
country in many cities and towns 
electric trolley service is being sup- 
planted by buses. At the end of 
last year more than half of all the 
buses in service were school buses. 
Passenger buses because of their 
heavy usage have a shorter service- 
able life than the average industrial 
truck. and while they contribute but 
a comparatively small portion of the 
total output of trucks, they repre- 


sent valuable business to inde- 
pendent manufacturers such as 
Mack. In a reeent two-month 


period Mack booked orders for 113 
25-passenger buses and more recent- 
ly obtained a $207,000 order for 
buses. 

So far as Mack Trucks is con- 
cerned, however, the most fertile 
fields for future business are public 
works and construction. Assuming 
that the company’s past operations 
are still a timely criterion, it is sig- 
nificant that the most profitable 
years were those when construction 
and road-building were at_ their 
zenith in 1925 and 1926. In each of 
these years sales totaled about $69, 
000,000. Net income in 1925 was 
nearly $9,500,000, while in 1926 net 
amounted to $8,852,453. The com- 
mon stock earned the equivalent of 
$13.62 and $10.81 a share respective- 
ly. In 1929 when general business 
was at a peak, building and con- 
struction had already turned down- 
ward, and Mack Trucks was unable 
to equal or better its 1925-26 show- 
ing. 

If a vigorous and sustained re- 
vival of building and public works is 
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the key to Mack Trucks’ prospects, 

then one must conclude that full 
recovery of the company’s pre-de- 
pression earning power is anything 
put an early probability. Building 
activity has tapered off recently, and 
while it is likely that this may be 
nothing more than a temporary set- 
back in a long upward trend, the 
effect will be to retard Macks’ rate 
of recovery. 

In the first six months of this year 
a total of 2,955 new Mack trucks 
were registered in the United States, 
comparing with 1,587 in the same 
period a year ago. Since then the 
truck industry as a whole has experi- 
enced some slump, conforming with 
previous seasonal experience, but 
sufficient doubt has been cast upon 
the sales trend in the later months 
tw suggest that new registrations 
may not come up to the correspond- 
ing level of last year. Some net 
gain should be shown for the full 
year, however. What is apparent in 
the industry may also be applied to 
Mack Trucks. 

Financial data pertaining to the 
company is quite impressive. There 
is no funded debt or preferred stock 
outstanding, the 597,335 shares of 
common comprising the entire capi- 
talization. At the beginning of 
the depression, working capital 
amounted to nearly $35,000,000. As 
a result stockholders received a divi- 
dend every quarter throughout the 
lean years, despite the fact that 
they were not earned in the years 
1931 to 1935 inclusive. Last year, 
net earnings were equal to $2.41 a 
share and in addition to the regular 
dividend of $1, an extra of 50 cents 
was paid last December. Net work- 
ing capital at the end of 1936 ex- 
ceeded $22,000,000. In the first six 
months of this year, net earnings of 
$940,260 were equal to $1.57 a share, 
comparing with 85 cents a share in 
the same months of last year. The 
second quarter contributed profits 
equal to $1.08 a share. For the full 
year, earnings should be in the 
neighborhood of $3 a share—perhaps 
somewhat better. 

Recent levels around 36, or some 
25 points under the 1937 high, prob- 
ably represent a reasonable specula- 
tive appraisal of Mack Trucks’ near- 
term prospects. Evidence that the 
company’s longer-term potentialities 
are actually materializing could be 
expected to quite substantially en- 
hance the value of this company’s 
shares. 


SEPTEMBER 25, 1937 





Five Unusual Opportunities 
to Buy Now 





(Continued from page 731) 


made on the common. Financial 
position is strong and the only fund- 
ed indebtedness outstanding is a pur- 
chase money mortgage amounting 
to $1,432,306 at the end of last year. 
During the past two years, earn- 
ings have shown consistent improve- 
ment, although the gains last year 
were somewhat restricted by lower 
prices and labor difficulties in the 
closing weeks. Net profit in 1936 
amounted to $4,406,993, equal, after 
preferred dividends and giving effect 
to the participating feature, to $2.25 
per share on the common stock. 
This compared with $1.99 a share 
earned in 1935. This year, the trend 
of earnings has been distinctly more 
impressive. Apparent earnings, 
based on quarterly reports, were 
equal to $2.13 a share for the first 
six months, as contrasted with 86 
cents a share in the corresponding 
period of 1936. The industry is now 
entering its period of heavy demand 
and notwithstanding record break- 
ing production this year, stocks in 
the hands of producers are reported 
to be at exceptionally low levels. 
With the results of the company’s 
most profitable months still to be 
reported, it is a safe assumption that 
current earnings will exceed substan- 
tially the results for last year. 
Dividends this year have been 
paid at the rate of 75 cents quarterly 
and aggregate dividends paid last 
year amounted to $1.50 a share on 
the common stock. In the face of 
the probability that earnings this 
year will be upwards of $4 a share, 
prevailing quotations of around $1 
would appear to reflect general mar- 
ket conditions rather than any seri- 
ous doubt as to the company’s 
prospects or security of dividends. 
At least, such an assumption appears 
sufficiently valid to suggest the 
shares as an attractive opportunity. 


Food Machinery Corp. 


The improvement in general busi- 
ness has been helpful, but specific- 
ally it has been the gain made by 
farm interests over the past five 
years that has brought the Food 
Machinery Corp. a steadily mount- 
ing degree of prosperity. The com- 


pany is a manufacturer of spraying 
outfits, dusters and a wide variety 
of packing house and canning 
machinery. It makes equipment 
for washing, grading and packing 
fruit and vegetables. While the 
Food Machinery Corp. is aptly 
named, a comparatively minor part 
of its sales and profits are derived 
from lines outside the field of food— 
certain service station equipment, 
for example. 

The generally disastrous year, 
1932, has been the only one for 
which the company reported a 
deficit since its formation in 1928. 
For the fiscal year ended September 
30, 1936, a net profit of $1,359,965 
was reported after depreciation 
taxes and other charges. After divi- 
dends paid on the preferred stock, 
this was equivalent to $3.33 a share 
on the outstanding common stock 
and compared with $2.54 a share 
in the previous twelve months after 
adjustment for the two-for-one split 
which occurred in January last year. 
Further progress has been made 
during the current fiscal period, 
earnings for the nine months to 
June 30, last, being equivalent to 
$3.26 a share on the outstanding 
common stock. 

The Food Machinery Corp. wiped 
out its funded debt in 1935 and re- 
cently called for redemption 20,000 
shares of $4.50 convertible preferred 
stock. At the same time there has 
just been sold 40,000 shares of new 
414% convertible preferred of $100 
par value and this is now the only 
capital liability ahead of 428,875 
shares of common stock. Practic- 
ally all the old preferred was con- 
verted and, hence, virtually the en- 
tire proceeds from the new issue be- 
came available for working capital. 

The outloek for the Food Machin- 
ery Corp. appears to be a bright one. 
Further improvement in farm in- 
come can be confidently predicted, 
if only because the Federal Govern- 
ment seems to have adopted a pol- 
icy of permanent subsidy. Stan- 
dards of quality and of packaging in 
connection with fruit and vege- 
tables are growing steadily stricter 
and this assures that a full share of 
the improved farm income will be 
spent with the Food Machinery 
Corp. On a regular quarterly divi- 
dend basis of 62% cents a share— 
to which extras are being added— 
the company’s common stock at $43 
a share appears to possess interest- 
ing possibilities. 








Good Management Is Loew's 
Biggest Asset 





(Continued from page 717) 


years, the verdict must be a favor- 
able one. 

The appraisal of management 
from financial records usually does 
not rest so much on the bare ques- 
tion of how much money has been 
made or lost over a period of years, 
but the comparison of profits on the 
part of a given management with 
that of competitors in the same 
industry, operating under similar 
conditions. From the standpoint of 
public investment interest, Loew’s 
leading competitors are Twentieth 
Century-Fox, Paramount, Warner 
Brothers, R.K.O. and Columbia Pic- 
tures. Three of these concerns came 
under a drastic reorganization as the 
result of depression conditions. Fox 
Film, after its reorganization, ac- 
quired production skill and manage- 
ment ability through an amalgama- 
tion that in effect shifted control to 
the new interests absorbed. Finan- 
cial resources of Warner Brothers 
were sorely strained during the de- 
pression, but its solvency was pre- 
served and the hard times weathered 
with its capital set-up intact. Co- 
lumbia Pictures, like Loew’s, main- 
tained a good average quality of 
studio output during the depression, 
a circumstance partly due to ab- 
sence of financial strain from ac- 
quisition of inflated theatre proper- 
ties. Depression earnings of both 
concerns reflected the competitive 
advantage of their film exchanges 
with other large studios operating 
on a basis of restricted financial out- 
lay. Loew’s has held this advantage 
better than Columbia on the re- 
covery. 

In terms of dollars and cents, 
Loew’s earnings were equal to $4.80 
a share in the midst of the business 
depression in 1932, and $2.15 a share 
in 1933, which really reflected the 
1932-1933 exhibition season — the 
worst period of the depression for 
the picture business. Loew’s reports 
its earnings for fiscal years ended 
around August 31 in each year. In 
the 1931 and 1930 fiscal years, earn- 
ings had run as high as $7.45 a 
share and $9.65 a share, respective- 
ly. While most of its competitors 
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were still tangled up in financial em- 
barrassments and reorganizations, 
during the 1934 and 1935 fiscal 
years, Loew’s was earning at the rate 
of approximately $4.50 a share on 
its common stock. A sharp recov- 
ery in earnings to $6.73 a share was 
recorded in the 1936 fiscal year when 
improved conditions were pretty 
general throughout the industry. 
Available data indicates that in the 
first 40 weeks of the 1937 fiscal year, 
earnings were equal to about $7 a 
share on the average number of 
shares outstanding during the period 
and the probability is that earnings 
for the full fiscal year were close to 
$9 a share. 

Reflecting the conservative atti- 
tude of Loew’s management in finan- 
cial matters, dividends were paid 
out quite sparingly prior to the 
present tax laws, a factor which 
stood the company in good stead 
during the depression. In the ten 
fiscal years ended with 1936, aggre- 
gate earnings amounted to $59 a 
share, out of which dividends aggre- 
gating $28.25 were paid. In the 
fiscal year just recently ended the 
management was confronted with 
corporate tax penalties on undis- 
tributed earnings and distributed 
$8.50 a share in dividends before the 
end of the fiscal year in August. 
With about $52,250,000 current as- 
sets, including over $12,000,000 cash 
and Government securities, against 
about $9,225,000 current liabilities at 
the end of the 1936 fiscal year, the 
company is well situated to continue 
such a liberal course in regard to 
dividend payments. 

As for the general prospects of 
the company as far ahead as one can 
look at this time, there does not 
appear to be anything in sight that 
would alter a well-defined trend of 
earnings expansion. The manage- 
ment has demonstrated its ability to 
continue profits on the uptrend dur- 
ing the recent years in which large 
competitors were back on their feet 
as well as under the trying circum- 
stances that handicapped its com- 
petitors in previous years. The com- 
pany is now in a position to enjoy 
the cumulative advantages of con- 
sistent production of picture enter- 
tainment that appeals to the theatre 
patrons. For the industry as a 
whole, expansion in box office re- 
ceipts is likely to come more from 
a general movement of lifting ad- 
missions into higher brackets, rather 


than from more frequent attend. 


ance. Loew’s appears to be in a 
position to operate at least as effi. 
ciently as other units in production, 
film distribution and theatre opera- 
tion, however, and its full participa. 
tion in the larger funds which the 
public evidently has available for 
entertainment, appears well assured. 





Higher Earnings for Bank 
Stocks 





(Continued from page 727) 


produced a scramble which in turn 
produced premiums as high as 1 per 
cent on the new securities. Theo- 
retically non-recurrent profits on 
these recurred so frequently that 
many banks were able to pay part 
of their dividends out of such 
windfalls. A somewhat similar con- 
dition existed with respect to many 
high grade corporate offerings. These 
conditions no longer exist. 

Nor are recoveries in the future 
likely to play such an important part 
in bank income, except in the case 
of a few institutions which appar- 
ently made excessive writeoffs, for 
such recoveries have been reaped in 
goodly measure. In this connection 
it is well to bear in mind that large 
amounts of recoveries have not been 
carried into undivided profits but 
into reserves, or used to write down 
securities. Furthermore, while re- 
coveries are now much smaller, so 
also are further losses on loans which, 
in 1935 and 1936, offset to a con- 
siderable extent the recoveries. 

If there are many repetitions of 
what happened early in September 
in the bond market, there may be 
some security losses to be written 
off. Fears for such a contingency 
should be tempered with a realiza- 
tion that most banks are now re- 
quired to write all bond premiums 
off to par or call price as of the 
earliest redemption date and that 
this amortization is a constant proc- 
ess which has compensated for many 
sins of investment judgment. As 
has been shown in a previous article 
in this magazine, banks in the large 
cities, with few exceptions, are not 
large investors in corperate issues 
and their portfolio of government 
securities is so preponderatingly 
short in maturity that relatively 
severe breaks in price scarcely 
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ould result in big writeoffs for bank 
stockholders to view with alarm at 
gnual meeting time. Conditions 
gre quite different in the case of 
gnall town banks which have taken 
shorter look ahead than have their 
more experienced brethren in the 
big cities. 

To close this article it may be 
desirable, though quite needless, to 
answer a fallacy which seems to be 
going the rounds, namely that bank 
stocks, like bonds, should sell on a 
money basis rather than, like stocks, 
on an earnings basis. The value of 
bank stocks always has been deter- 
mined primarily by earnings, present 
and prospective. 





—- 


Simplification of Corporate 
Structures Gains Momentum 





(Continued from page 723) 


holders of both parent company 
and underlying properties. In other 
instances, however, the problems of 
corporate simplification are not 
likely to find their solution so read- 
ily, either because the existing cor- 
porate set-up is more complicated; 
because public interest in underly- 
ing securities is more extensive; 
because the credit position of the 
parent company is less secure, or, 
because state regulatory bodies, the 
SEC itself or groups of interested 
security holders might impose vig- 
orous objections. 

Registration with the SEC, a 
necessary prelude to any voluntary 
corporate simplification plan, has 
not been undertaken by an im- 
portant sector of the utility in- 
dustry, pending a determination of 
the constitutionality of the Act it- 
self. New financing or corporate 
changes have been negligible in this 
section of the industry. Among the 
registered holding companies, how- 
ever, considerable progress has been 
made here and there in simplifica- 
tion, by merging units, absorbing 
properties and interchanging owner- 
ship of subsidiaries. Some of these 
piecemeal steps presumably look 
forward to a comprehensive plan of 
the system to qualify under the 
mandatory simplification features of 
the Utility Act; others are moti- 
vated primarily by the desire to ef- 
fect interest savings through refund- 
ing operations or tax savings by 
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eliminating unnecessary subsidiar- 
ies. North American Co., Northern 
States Power, Niagara Hudson Pow- 
er, New England Power Association 
and Public Service of New Jersey 
are among the larger holding com- 
panies which have placed such plans 
before the SEC in connection with 
the elimination of certain subsidiary 
companies. Canadian Hydro-Elec- 
tric recently effected a plan which 
met with SEC approval to elimi- 
nate the top holding company, 
through merger with its primary 
subsidiary, Gatineau Power Com- 
pany—at the same time eliminating 
accumulated dividend charges on 
the parent company preferred stock 
through the exchange offer involved 
in the merger. 

It seems clear from these minor 
steps toward simplification in the 
utility field that the Commission is 
inclined to encourage voluntary ac- 
tion of the utilities and has made 
their path as easy as possible. There 
has as yet been no indication of 
what the attitude of the Commis- 





sion will be toward that still large | 


faction in the industry which has 
been disinclined either to register or 
to get their simplification plans un- 
der way even so far as piecemeal 
steps. It is generally understood, 
however, that the Commission views 
Section 11 of the Utility Act man- 
datory upon it to start proceedings 
for corporate simplification after the 
end of the year, allowing discretion 
only as to when and how to proceed. 

Aside from the specific require- 
ments of the Utility Act, there are 
many broad and general considera- 
tions which have brought pressure 
on holding companies of all kinds 
to simplify inter-corporate relation- 
ships, both outside of the utility in- 
dustry as well as within. Among 
these factors are the need for re- 
habilitation of corporate structures 
following the depression; the ability 
of corporations to refund fixed debt 
at lower interest rates; recapitaliza- 
tion plans to eliminate preferred 
dividend arrearages and _ obtain 
larger working capital to handle en- 
larged business volumes, and last, 
but by no means least, the changes 
in tax laws in recent years. Under 
existing tax laws, holding companies 
are faced with larger taxes on the 
transfer of earnings of subsidiaries 
in the form of dividends. The privi- 
lege of calculating earnings on a 
consolidated basis, is no longer 
available, as in past years when 
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losses of the unprofitable units in a 
group of subsidiaries could be 
charged against the profits of the 
subsidiaries whose operations were 
on a paying basis. The graduated 
basis of corporate taxation with its 
discrimination against large com- 
panies nullified some of these tax 
advantages from corporate simpli- 
fication, although apparently not to 
a sufficient degree to reverse the 
broad and general trend toward the 
elimination of complicated holding 
company-subsidiary relationships. 

In the railroad holding company 
field, the proposal to merge Alle- 
ghany Corporation and Chesapeake 
Corporation has, among a number 
of objectives, the end in view of cre- 
ating a new holding company with 
a simplified corporate structure to 
replace the very complicated corpo- 
rate relationships presently existing 
between these and other interests of 
the late Van Sweringen brothers. In 
one way or another, most of the 
general considerations that have 
motivated corporate simplification 
enter into this situation including 
taxes, release of earning power 
frozen by provisions of bond inden- 
tures, capitalization of arrearages 
and a general realignment of the 
interest and claims of various groups 
of security holders to the present 
day values of assets. In addition, 
the sponsors of the plan hope to 
forestall possible tax penalties and 
the enactment of adverse railroad 
holding company legislation in the 
future. 

The procedure in this case is to 
work from the top, eliminate one 
intermediate holding company, pro- 
vide for claims of dissenting holders 
out of present security holdings and 
fix an equitable basis for participa- 
tion of all interested parties through 
exchange offers. Since injunction 
proceedings have brought the plan 
under jurisdiction of the courts as 
well as of the special supervisory di- 
visions of the IC C and the SEC, 
the final outcome is at present in- 
determinable. 

In conclusion it would seem fair 
to state, however, that if this cor- 
porate and legal tangle can be 
straightened out to the reasonable 
satisfaction of interested security 
groups and the courts and Federal 
agencies concerned with approval 
of various phases of the deal, there 
is hope for accomplishing a lot in 
the way of corporate simplification 
problems. 
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Is the Market Readjustment 
Over? 





(Continued from page 701) 


there will be a bullish response. 
Meanwhile the business recession 
in prospect is unlikely to attain more 
than moderate proportions—per- 
haps on the order of the downturn 
of 1927—and in any event has been 
largely discounted by the decline 
already seen in share prices. Mean- 
while, also, good equities are yield- 
ing 5 to 6 per cent, in contrast with 
1 per cent for call money, 1 per 
cent for commercial paper and 2.60 
per cent for Treasury bonds; per 
capita business activity is still in a 
depression zone; and the volume of 
speculative credit outstanding is 
much too small for concern. At 
1929 highs the same stocks yielded 
only a trifle over 2 per cent, with 
call money 7.50 per cent, commer- 
cial paper 5.78 per cent, Treasury 
bonds 3.60 per cent; business was 
at a boom level; and speculative 
credit had been stretched to nearly 
the size of the Government debt. 
There was a basis for collapse then. 
There is none now in the basic 
factors, although it can not be de- 
nied that the deterioration of the 
market’s technical structure in the 
first serious test of the New Deal’s 
controls has been, and remains, dis- 
quieting. Because of this fact and 
the possibility of more foreign pres- 
sure, safety first buying policy can 
only be to await evidence of market 
stabilization, maintained over a 
reasonable time, even though nu- 
merous stocks look attractive on an 
investment yield basis. 





Rising Imports and American 
Industry 
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for this reason can be sold at profit- 
able competitive advantage in the 
United States. 

By virtue of higher prices, crude 
rubber last year was the most valu- 
able importation, registering a gain 
of 33.5 per cent over 1935, although 
the quantity gain was less than 5 
per cent. Importations of cane 
sugar and coffee both declined mod- 





erately last year, while raw silk was 
nearly 11 per cent under 1935, 
marking the sixth successive year of 
declines, apparently in reflection the 
increasing competitive advantage 
gained by rayon. Imports of news- 
print paper increased 15.5 per cent 
in 1936 to set a new high record, 
Wood pulp imports also set a new 
high record and these two items to- 
gether outranked crude _ rubber, 
Other essential commodities which 
registered important gains last year 
included tin, unmanufactured wool, 
burlaps, nickel and alloys, industrial 
chemicals, tung oil and manganese, 

In the main these same products 
have contributed to the substantial 
gain in importations this year. Com- 
parisons with last year, however, 
are more impressive on a dollar basis 
than on a quantity basis. In the 
first six months, for example, 579,- 
475,708 pounds of crube rubber were 
imported, valued at $110,491,584, as 
compared with 481,169,871 pounds 
valued at $65,278,985 in the first 
half of 1936. The current increase 
in quantity was about 20 per cent 
while the gain in dollar value was 
nearly 70 per cent. This year also 
the belated effects of the drought 
are still apparent in imports. Im- 
portations of meat products in the 
first six months were valued at 
$21,000,000 against $12,779,000 in 
the same period last year; grain im- 
ports were valued at $66,707,000 
vs. $22,727,000; fodders and feeds 
$12,231,862 vs. $3,381,957; and vege- 
tables $15,000,000 vs. $10,240,000. 

Of the $1,772,000,000 total exports 
for the first seven months of this 
year, nearly 75 per cent was ac- 
counted for by shipments of finished 
and semi-finished manufactures. This 
was the largest percentage on record 
and of the net increase of $460,000,- 
000 in current exports, these items 
contributed $409,000,000. Three fac- 
tors were chiefly responsible for the 
rising volume of exports: improved 
economic conditions abroad, accel- 
erated rearmament programs and 
higher prices. 

In contemplating both the import 
and export prospect for the bal- 
ance of the year, it should be borne 
in mind that normally the last six 
months of the year witness the 
greatest volume of exports, reflect- 
ing the exportation of cotton and 
wheat. It has been estimated that 
upwards of 180,000,000 bushels of 
wheat will be available for export 
this year. On a single day recently 
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750,000 bushels were sold for e.:- 
port, the largest sales for one day 
since the 1931-32 season. The out- 
look for cotton exports is not as 
dearly defined. Curtailment of pro- 
duction in Japan and damage to 
mills in China will adversely affect 
demand from these countries, al- 
though it is possible that other na- 
tions may take advantage of pre- 
vailing low prices and indulge in a 
sizable volume of forward buying. 
On balance, however, the large 
wheat and corn crops should on the 
one hand remove the necessity of 
large importations of feeds and 
grains and on the other provide an 
exportable surplus. 

It is within the realm of possi- 
bility, therefore, that the so-called 
adverse trade balance for the first 
seven months will be reduced sub- 
stantially, if not eliminated entirely. 
In short, the $145,000,000 balance 
of imports may turn out to have 
been, as one editor expresses it, an 
advance payment against later pur- 
chases of agricultural commodities. 

So much for the current prospect, 
but suppose that over a more ex- 
tended period the United States im- 
ports more merchandise and com- 
modities than it exports, what then? 
In the first place it should be recog- 
nized that this is not merely a hypo- 
thetical question but a possibility 
which may have to be squarely faced 
in the not distant future. 

There is no escaping the funda- 
mental fact that since the war the 
position of the United States has 
shifted from that of a debtor to a 
creditor nation. In the normal 
functioning of economic laws, this 
change would be accompanied by an 
excess of imports over exports. Na- 
tions have only two means of dis- 
charging their external indebted- 
ness: either by the shipment of gold 
or the shipment of merchandise. 
Gold no longer flows freely in inter- 
national intercourse, so that if for- 
eign countries are to buy our wheat, 
cotton, automobiles and machinery 
they must be permitted to pay for 
them in raw materials and other 
commodities which the United 
States needs. Many people cannot 
understand this simple economic law 
and forget that the large pre-depres- 
sion export trade of the United 
States was financed by United States 
capital exported abroad in the form 
of loans and credits. This can no 
longer be done on a large scale under 
the provisions of the Johnson Act. 
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This is not the only detriment to 
exports. There are others equally 
formidable. There is little likelihood 
that the maldistribution of gold will 
be corrected in the near future. War 
preparations tied up foreign ex- 
change which might otherwise be 
used in the importation of goods 
and services. Throughout the world 
there is little sign of a reversion of 
the trend toward national self- 
sufficiency, and the more equitable 
adjustment of tariffs, quotas and 
other trade barriers is at best a slow 
process. Price control policies and 
other legislation invoked by the 
United States have undermined im- 
portant export markets, notably cot- 
ton, and other nations have as a 
consequence been encouraged and 
compelled either to develop their 
own source of supply or make their 
purchases elsewhere. We have had 
no trade with Spain for more than a 
year and we are in a fair way to 
lose two important customers, China 
and Japan, not alone by the restric- 
tions of the Neutrality Act, but 
by embargoes, blockades and the dis- 
ruption of commerce caused by war. 

So far as our national economy is 
concerned, the fact that of all the 
exportable goods produced in the 


United States in 1929, only 10 per 
cent were sold abroad may seem 
unimportant. Yet without this ex- 
port trade many of our industries 
would suffer a serious loss, permeat- 
ing the entire business structure. 

In the face of all the obstacles 
restricting the revival of export 
trade, might it not be that Secretary 
Hull has pursued the only feasible 
course open to the United States? 
Trade treaties have been conceived 
as much with a view to larger ex- 
ports as to increased imports. By 
increasing our imports of essential 
commodities and non-competitive 
merchandise, we are making it pos- 
sible for other nations to enlarge 
their buying power in the U. S. 

In 1936, although only four of the 
fourteen trade agreements were in 
effect during the full year, our ex- 
port trade to all of these countries 
increased 14 per cent as compared 
with an increase of 4 per cent in 
shipments to non-agreement coun- 
tries. Imports from nations with 
which trade agreements were in ef- 
fect increased 22 per cent, as com- 
pared with a 16 per cent gain from 
non-agreement countries. 

In the first seven months of this 
year, 57 per cent of imported com- 
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modities came into the United 
States duty-free, as compared with 
58 per cent in the same months last 
year, implying that the greater por- 
tion of our imports is made up of 
commodities and raw materials not 
manufactured or produced in suffi- 
cient quantities in this country. 

A glance at the accompanying 
tabulation, showing the comparative 
value of the principal import items 
last year and in 1926, reveals that 
they are still substantially under the 
earlier figure. Imports totaling 
$4,408,076,000 in 1926 were the larg- 
est in the country’s history, with 
the single exception of 1920. Last 
year’s total imports were about 55 
per cent of the 1926 level. On a 
quantity basis imports last year of a 
number of items, notably crude rub- 
ber, were larger than in 1926. How- 
ever, the general index of commod- 
ity prices last year averaged about 
81, as compared with 100 in 1926, a 
decline of only 20 per cent, whereas 
the value of imports was still 45 per 
cent lower than in 1926. 

Exports in 1926 totaled $4,711,- 
721,000, while the value of last year’s 
exports amounted to $2,416,477,000, 
or slightly more than half of the 
1926 level. Yet it will be recalled 
that economic recovery abroad has 
progressed further than it has in the 
United States. In 1926 exports con- 
tributed more than 6 per cent of the 
rational income. Last year their 
value was only about 4 per cent of 
estimated national income. Fur- 
ther, and allowing for the difference 
in the commodity price level, it is 
only too apparent that import trade 
has recovered more rapidly than 
have export shipments. A similar 
conclusion is borne out on a quantity 
basis. Imports declined less during 
the depression and have recovered 
faster since 1932 than have exports. 

All of which leads to the belief 
that the pre-depression levels of 
favorable export balances are un- 
likely to be duplicated for some 
time. Whether the United States 
can retain its position as the leading 
export nation, in the face of the im- 
pressive gains registered by sev- 
eral countries, must remain a moot 
question. The most hopeful aspect 
of the entire foreign trade situation 
is the evidence that the situation is 
being viewed realistically by the 
present Administration and the ini- 
tiative taken by the United States 
in removing tariff restrictions and 
reaffirming the most favored nation 
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policy may ultimately have a salu- 
tary effect in stimulating and re- 
viving trade throughout the world. 
This policy appears destined inevi- 
tably to invoke voluble protests 
from various industrial interests 
compelled to meet foreign competi- 
tion. As yet, however, there is no 
evidence to indicate that trade 
treaties have been made without 
proper consideration for the inter- 
ests of our important industries and 
the apparent effects so far as their 
sales and earning power is concerned 
seem likely to prove temporary or 
relatively inconsequential. In the 
meantime, we may have to accus- 
tom ourselves to “adverse” trade 
balances from time to time. 





Business Prospects for the 
Next Three Months 
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remain at higher levels than in the 
corresponding period of 1936 but 
probably moderately under this 
year’s best level. It will require bet- 
ter than seasonal gains in lines 
favored at this season to offset the 
recession in such consumers’ goods 
industries as textiles and _ shoes. 
Nevertheless, the aggregate pur- 
chasing power of wage workers is 
most unlikely to experience any se- 
rious shrinkage between now and 
the end of the year, especially since 
retail prices are not going to be as 
high as was forecast last spring 
when commodities were soaring and 
when something more than unavoid- 
able cost increases was being tacked 
on goods all down the line. 


The Labor Factor 


It is worth noting that violence 
and irresponsible action in the labor 
movement reached their peak in the 
inflationary atmosphere of the first 
quarter of the year. Fast rising 
prices, volume and profits played a 
part in producing excessive union 
demands, along with reliance on po- 
litical support. The present atmos- 
phere is by no means the same. The 
political picture has changed radic- 
ally since public opinion condemned 
in no uncertain fashion the Admin- 
istration’s failure to speak out 
against C.I.O. violence. The sky 
is no longer the limit for union or- 





ganizers. Moreover, the sight of 
even modest recession in employ- 
ment and payrolls here and there 
makes workers job-conscious. For 
both reasons it appears improbable 
that any major industry will be tied 
up by strikes during the fourth 
quarter. That is something to the 
good. 

Gloomy as the foreign picture ap- 
pears, it is at least possible to hope 
that recurring “incidents” again, at 
least over the next several months, 
will fail to touch off a major Euro- 
pean explosion. There have been 
many occasions in the past year for 
such an explosion, if either side of 
the present line-up had desired it or 
felt sufficiently prepared to risk it. 
We have come through the summer 
without this much-feared debacle 
and winter—a bad time for making 
war—is not far ahead. 

It cannot be denied that our do- 
mestic political situation is unpre- 
cedented and is a source of major 
business uncertainty. Party labels 
have become meaningless in the 
alignments now evolving and the 
struggle for power between the 
Roosevelt side and the anti-Roose- 
velt side has more practical signifi- 
cance to business than any previous 
political battle in our history. Yet 
this is going to be a long fight, of 
unpredictable outcome, and_busi- 
ness must go on. Moreover, it is 
not a new shock. Business has had 
to contend ever since March, 1933, 
with uncertainty as to what the 
New Deal would do to it and when. 
Throughout this long period it has 
managed to make progress. Re- 
gardless of perennial “political un- 
certainty,” punitive taxation of 
profits and difficulties of financing, 
corporations which have seen ex- 
panding sales in sight have not 
feared to expand their productive 
facilities. We have seen heavy fu- 
ture commitments made by the 
steel, automobile, paper, chemical 
and other industries. We see others 
standing pat. Why? The political 
explanation may sound plausible, 
but existing adequacy of capacity 
for all business in sight is the real 
determining factor. 





Political Outlook 


As a matter of fact we see sound 
reason for long-harrassed business 
men to take heart, for it is of 
immense significance that the oppo- 
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sition for the first time has experi- 

enced, skilled and determined politi- 

cal leadership. This has been shown 
by developments in the Supreme 

Court fight and since. Opposition 
from “Big Business” and the Old 
Guard leaders of the Republican 
Party has been welcomed with open 
arms by the New Deal. It has been 
a political asset. Opposition from 
numerous hard-headed and shrewd 
Democrats in Congress, who cannot 
be denounced as “economic royal- 
ists,” is a wholly different thing. 
This opposition took the honors at 
the last session of Congress, and we 
see no reason to believe it will turn 
tail when Congress assembles again 
in January. By all the signs, the 
business of ghost-written “must” 
legislation is in a major bear market. 

On the industrial side, the motor 
industry is certain to contribute 
major support to fourth quarter 
manufacturing output. As this is 
written the seasonal low point has 
been put behind and output of 1938 
models will be stepped up rapidly. 
Production of the quarter may be 
expected to approximate the high 
level of the final three months of 
last year, but is most unlikely to 
show any year-to-year gain. As it 
happened, an unusually mild 1936- 
1937 winter played a part in sup- 
porting heavy production in this 
period last year. The industry is 
not likely to gamble on a repetition 
of such a winter and is also inclined 
to watch carefully the possible ad- 
verse effects of higher prices upon 
fourth quarter sales. Should de- 
mand for the new cars this autumn 
prove even mildly disappointing, 
this highly flexible industry would 
promptly revise producing rate ac- 
cordingly. 

Steel demand is showing a con- 
siderable improvement, but only in 
comparison with the low level of 
August, and mill backlogs show a 
further shrinkage. The operating 
rate is about 4 points under the 
year’s high and is likely to experi- 
ence some further decline before it 
is in line with current consumption. 
Allowing for rising orders from the 
motor industry, the steel rate should 
stabilize within the next month or 
so somewhere between 70 and 75 
per cent of capacity. 


Building Still Lags 
In construction, especially as re- 
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gards the important residential field, 
the period just ahead is one of nor- 
mal seasonal decline in activity, and 
it is not improbable that we will 
see a shrinkage of somewhat more 
than seasonal proportions, due to 
more doubtful business sentiment, 
the sobering effects of lower security 
prices and the fact that potential 
buyers will be restrained in some 
measure by present higher building 
costs. On the favorable side, there 
is some evidence that costs have 
stabilized, rents are rising and a 
vast shortage in modern housing re- 
mains to be made up. The primary 
factors justify undiminished opti- 
mism regarding the underlying 
building cycle, but will not prevent 
prolongation of the present pause 
into the fourth quarter. 

There is some reason to hope that 
pessimism over the railroad position 
is at the low and subject to at least 
partial reversal. As this is written 
there are reports of near agreement 
between the carriers and the operat- 
ing unions on a wage increase much 
smaller than had been demanded. 
There is also an even chance that 
within a few weeks higher rates on 
some classes of freight will be 
granted by the Interstate Com- 
merce Commission. Thus it is pos- 
sible, if not probable, that the rail- 
roads may become larger buyers be- 
fore the year is out in the various 
industries to which they normally 
contribute important volume. 

Cool September weather has 
brought a promising pick-up in re- 
tail trade in most areas, but all re- 
ports indicate a narrowing of year- 
to-year gains, with the result that 
fourth quarter dollar volume will do 
well to exceed that of last year by 
as much as 6 or 7 per cent. This 
would be a bit less than the price 







rise of the past year and hence 
would mean slightly smaller physi- 
cal volume. 

On the whole, balancing all ele- 
ments in the picture—tangible and 
psychological—fourth quarter busi- 
ness is going to be what the average 
manufacturer or merchant sums up 
as “fair, just fair.” That’s a lot 
better than “bad,” and much better 
than current business and stock 
market sentiment. 
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ing of strong navies by Italy, Japan 
and Germany and the possibility of 
their combined action have robbed 
her of that position. Moreover, the 
development of a strong fighting air 
force by Italy and Germany men- 
aces not only her ships at sea but 
the Island Empire itself in a manner 
in which it has never been threat- 
ened before. 

Will the recognition of these new 
factors in the international situation 
cause England to bow? 

Assuming that Russian help will 
be of little avail even if the Soviets 
stick to the terms of the French 
Alliance, which is certainly open to 
doubt, will not an aggressive Japan 
conquering China and _ penetrating 
European Russia via the Black Sea 
bring a devastating conclusion? 

These are questions upon which 
the world hangs with bated breath. 
No one can foresee the outcome— 
only this much is clear: That the 
map of the world is to be subjected 
to another great revision probably 
more drastic than any in modern 
times. Can it be accomplished with- 
out the clash of arms? I doubt it. 
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Many Candidates for Larger Dividends 
Which Are the Best? 
BY J. C. CLIFFORD 


Between now and the year end, many corporations will be obliged to make 
generous extra dividends. Among these are many issues most attractive 
from the viewpoint of income and future growth—and which can show 
substantial market improvement in anticipation of extra payments. In this 
feature, we will point out those in the best investment position, and in which 
the biggest payments may be expected. 
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start, while hard-boiled Congress- 
men, skeptical of a share cropper’s 
ability to run a farm, threaten to 
nullify the law by refusing even 
enough appropriation to give it a 
fair trial. Farm tenancy will be a 
minor political issue for years. 


Rail-truck rate war may result in 
ICC _ intervention. Commission, 
irked by rates filed ostensibly to 
meet competition but actually to kill 
it, keeps hinting that all rates should 
be based primarily on cost of service. 


Walsh - Healey government con- 
tracts act has now been on the books 
one year. Business considers it well 
and fairly administered, but an un- 
necessary nuisance; it has not caused 
the difficulty anticipated, but neither 
has it raised wages or shortened 
hours for many employees, particu- 
larly those needing it most. Never- 
theless, its backers won’t drop it 


after passage of general wage-hour 
control act, and will work for amend- 
ments next session making it apply 
to small contracts to prevent gov- 
ernment purchasing agents from 
evading the law by splitting up their 
contracts. ’ 


Health insurance will be a major 
phase of next year’s New Deal drive 
to aid the underprivileged. Senator 
Wagner will introduce a bill as soon 
as Social Security Board gets it 
written for him. It will involve a 
new payroll tax and may come sus- 
piciously close to socialized medicine. 


Resale price maintenance is still 
viewed with hostility by Federal 
Trade Commission in spite of pas- 
sage of Tydings-Miller act which it 
vigorously opposed. F T C is study- 
ing the act and all state price main- 
tenance laws for loopholes and 
limitations, and also closely watch- 
ing plans of trade associations to see 
if they overstep the law and engage 
in unlawful conspiracies. Commis- 
sion will pounce on any abuse of 
the new law to protect consumers 
against price increases. 
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BANK AND TRUST COMPANIES 
Bid Asked 
Bankers (2) 
Benk of Manhattan (1.50) 
Bank of N. Y. & Trust (14) 
Central Hanover (4) 
Chase (1.40) 
Chemical (1.80) 
City (1) 
Corn Exchange (3) 
First National (100) 
Guaranty (12) 
frving Trust (.60) 
Manfacturers (2) 
7)! err 
United States Trust (+70) 


INSURANCE COMPANIES 
Aetna Fire (1.60) 443, 
Aste tMetttA0)...........-.-.. BI% 
Am. Surety (2.50) 48, 
Fireman's, Newark (.30)............ 10% 
Glens Falls (1.60) 
Globe & Rutgers 
Great American (1.20) 
Hanover F. (1.60) 
Hartford Fire (2) 


INSURANCE COMPANIES—(Continued) 
Bid Asked 

Home (11.45) 3114 33% 
Ins. Co. of North America({2.50).... 62 64 
Maryland Casualty 
National Fire (2) 
Phoenix (+2.50) 
Sun Life Can. (15.00) 
Travelers (16) 
United States Fire (+2.50) 
Westchester R. (1.50) 


INVESTMENT TRUST SHARES 

Amerex Corp 251% 
Brit. Type Investors . 53 
Bullock Fund 20%, 
Corporate Trust—AA 
Fidelity Fund 
Incorporated Investors 
Maryland Fund 
Massachusetts Invest.............--- 
Nation-wide Securities B...........- 
No. Amer. Trust Shares 1958 wie 
Quarterly Income Shares 17.44 
Spencer Trask Fund 19.67 
Uselps Voting Shares d 1.03 

+ Includes extras. * Ex. dividend. 
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he has one, his life insurance and 
his other wealth. He should be 
careful to give full weight to con- 
tingent or other obligations — the 
possibility that he will need an im- 
portant sum of money suddenly. 

What has been said of the first 
table applies to a large extent to 
the second. The most important 
difference between them is that the 
latter is somewhat the more specu- 
lative. Not that the bonds in the 
second table are in the slightest de- 
gree inferior to the bonds in the 
first: it is only that there are less 
of them and that a greater propor- 
tion of the principal has been con- 
centrated in common stocks. More- 
over, the common stocks in the sec- 
ond table have been selected with 
less regard to the return they afford 
and with more regard to the possi- 
bilities of price enhancement. The 
man whose earning years still have 
some distance to run is more likely 
to pattern his investment program 
on the second of the two tables than 
the man who must depend entirely 
on the return from his securities. 

The fact that the total yield af- 
forded by the two programs is not 
greatly different is explained by the 
existence of offsetting factors. In 
the first table the yield is pulled 
down by the heavy proportion of 
high-grade bonds: this is with a 
view to safeguarding the dollar prin- 
cipal. In the second table the yield 
is pulled up by the heavier repre- 
sentation in common stocks. Hence, 
the approximate similarity of return 
does not invalidate the difference in 
fundamental objectives between the 
two programs. 

Keeping in mind that this discus- 
sion has been an attempt to set 
down principles rather than a spe- 
cific course of action, the investor 
should have little difficulty in mak- 
ing those adaptations necessary and 
by doing so improve his financial 
position. For our opinion as to the 
most favorable time at which to 
make drastic portfolio changes the 
investor is, of course, referred to the 
bi-weekly discussion of the market 
in this or subsequent issues. 
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